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FRIDAY, FEBRUARY 13, 1920. 

UNITED States Senate, 
Committee on Commerce, 

Washington^ D, C. 

The committee met, pursuant to call, at 2.30 o'clock p. m., in com- 
mittee room, Capitol, Senator Wesley L. Jones presiding. 

Present: Senators Jones (chairman), Nelson, Calder, McNary, 
Fletcher, Chamberlain, Eansdell, Sheppard, Simmons, and Kirby. 

The Chairman. The committee will come to order. The resolu- 
tion before the committee will be inserted in the record. 

[Senate joint resolution 155, Sixty-sixth Congress, second session.] 

joint resolution Directing the United States Shipping Board Emergency Fleet 
Corporation to sell no vessels belonging to the United States except at public sale. 

Whereas the United States Shipping Board Emergency Fleet Corporation pro- 
poses to sell the following vessels taken by the United States from the Im- 
perial German Government during the Great War, to wit: 

Gross'.T Kurfurst (Aeolus), thirteen thousand one hundred and eight 
gross tonnage; Kaiser Wilhelm II (Agamemnon), nineteen thousand three 
hundred and sixty gross tonnage; Amerika (America), twenty-two thousand 
six hundred and twenty-one gross tonnage; Koeln (Amphion), seven thou- 
sand four hundred and nine gross tonnage; Neckar (Antigone), nine thou- 
sand eight hundred and thirty-five gross tonnage; Bohemia (Artemis), eight 
thousand four hundred and thirteen gross tonnage; Rhaetia (Black Arrow), 
six thousand five hundred and ninety-nine gross tonnage; Prinz Eitel Fried- 
rich (De Kalb), seven thousand seven hundred and ninety-saven gross ton- 
nage; Wittekind (Freedom), five thousand six hundred and forty gross ton- 
nage; Peruv (Eten), eight thousand five hundred gross tonnage; George 
Washington (George Washington), twenty-five thousand five hundred and 
sixty-nine gross tonnage; Friederich der Grosse (Huron), ten thousand 
seven hundred and seventy -one gross tonnage; Vaterland (Leviathan), fifty- 
four thousand two hundred and eighty-one gross tonnage; Konig Wilhelm 
II (Madawaska), nine thousand four hundred and nine gross tonnage; 
Martha Washington (Martha Washington), eight thousand three hundred 
and twelve gross tonnage; Barbarossa (Mercury), ten thousand nine hun- 
dred and eighty- thred gross tonnage; Prinz Joachim (Moccasin), four thou- 
sand seven hundred and sixty gross tonnage; Kronprinzessin Cecilie (Mount 
Vernon), twenty-five thousand and seventy gross tonnage; Pennsylvania 
(Nansemond), thirteen thousand three hundred and thirty-two gross ton- 
nage; Prinz Eitel Friedrich (Otsego), four thousand six hundred and fifty 
gross tonnage; Prinz Oskar (Orion), six thousand and twenty-six gross 
tonnage; Hamburg (Powhatan), ten thousand five hundred and thirty- 
one gross tonnage; Princess Irene (Pocahontas), ten thousand eight hun- 
dred and ninety-two gross tonnage; Bulgaria (Philippines), eleven thousand 
four hundred and forty gross tonnage; President Grant (President Grant), 
eighteen thousand one hundred and seventy-two gross tonnage; Princess 
Alice (Princess Matoaka), ten thousand eight hundred and ninety-one gross 
tonnage; Rhein (Susquehanna), ten thousand and fifty-eight gross tonnage; 
Mark (Swanne), six thousand four hundred and ninety- three gross tonnage; 
Kronprinz Wilhelm (Von Steuben), fifteen thousand gross tonnage; and 
Wyandotte, two thousand four hundred and fifty gross tonnage: Therefore 
be it 
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Resolved hy the Senate and House of Representatives of the United States 
of America in Congress assembled. That neither the fleet of vessels nor any 
individual vessel taken by the United States from the Imperial German Gov- 
ernment during the Great War shall be sold until specific authority tlierefor 
is granted by Congress. 

Now, Judge Payne, you asked to come before the committee this 
afternoon, especially with reference to the proposed sale of the 
German ships. 

STATEMENT OF JOHN BARTON FATNE, CHAIRMAN OF THE 

UNITED STATES SHIFFINO BOARD. 

The Chairman*. Now, there have been all sorts of charges made; 
we have had quite a discussion to-day in the Senate with reference 
to the matter of the sale of the German ships, and a joint resolu- 
tion has been introduced and refeiTed to this committee to stop the 
sale. 

Now, I will ask you to just tell us what the situation is, and what 
has been determined upon, if anything, and give us the reasons. 

Mr. Payne. The ex-German passenger ships, about 30 in number, 
were interned, and with them a large number of cargo ships, alto- 
gether 105, as I remember, and remained interned from the begin- 
ning of the war until we entered the war. Then tliey were taken 
over by action of the Congress. 

Tlie Xavy Department at that time caused an appraivSement to 
be nu\de of the value of the ships. They were transformed into 
troop ships. 

The Chairman. All of them? 

Mr. Payne. The 30 I am going to talk about. 

The Chairman. You are just talking about the 30 to-day? 

Mr. Payne. Only the passenger ships. And they were used for 
the transportation of troops to and from Europe until they were 
redelivered — and they haA^e not yet all been redelivered — to the Ship- 

?iing Board from time to time in the last year. It is necessaiy be- 
ore they can be put into service that they be converted into passen- 
ger ships. 

Some weeks ago, as these ships came to us, we took up seriously 
the question of the cost of reconditioning the ships. 

The Chairman. How many have actually come to you? 

Mr. Payne. I have a list of 23 before me, and in those 9 have 
not been redelivered. 

Senator McKeu^vr. What do you mean by redelivered? 

Mr. Payne. Still in the possession of the War Department. I 
will have to furnish additional information as to those. 

We found that the cost of reconditioning these ships would be so 
large that the board was really fearful that they were not justified 
in making the expenditure. 

Senator McKellar. What would that cost? 

Mr. Payne. I will get to that in a moment. 

Senator Fletcher. I think it is important to know the names of 
these ships and the tonnage, if you are willing to have it put in the 
record ; it ought to appear somewhere. 

Mr. Payne. Do you not think I ought to make my statement and 
then give you these details ? I have them here. 
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The Chairman. I think so; you may cover a great many of the 
details we will ask you about. 

Mr. Payne. Yes. 

We then discuswsed the question as to whether the Shipping Board 
could operate these ships without loss, and without reaching any 
definite conclusion at that time we decided to advertise for the sale 
of the ships for the purpose of determining whether we could sell 
them for their present value, or to have that fact with other facts 
before us when we reached a final conclusion. We thereupon sent 
out quite widely an advertisement for the sale of these ships, in- 
viting bids to be submitted on a day fixed. 

The Chairman. Right there, how long ago was it you gave the 
advertisement out ? 

Mr. Payne. I have not my dates here, but we have had these bids 
before us — ^this is dated the I7th of January. I think they were to 
be opened on the 20th. 

The Chairman. The bids were to be opened on the 20th of Janu- 
ary? 

Mr. Payne. Under the advertisement, the bids were to be opened 
on the 20th of January. 

The Chairman. And you can not state how long before that the 
bids were called for? 

Mr. Payne. Weeks. 

The Chairman. Several weeks? 

Mr. Payne. Yes. 

The Chairman. And what notice did you give of that? 

Mr. Payne. We prepared a statement and sent it to all of the 
different people. 

The Chairman. By mail? 

Mr. Payne. By mail. 

The Chairman. You did not advertise in any of the newspapers? 

Mr. Payne. I think not. 

When those bids were received the board discussed them at length. 
In the meantime we had been getting detailed information as to the 
cost of reconditioning the ships, and we had had one illustration of 
the embarrassment under which we would now labor in operating 
these ships. That is, we started our South American service in De- 
cember, the steamship Moccasin, We promptly had applications for 
all of the space we had. The ship was scheduled to sell late in 
December. 

Senator Nelson. That was a passenger ship? 

Mr. Payne. Yes; all of these are passenger ships? 

We had to decide whether we would sell liquor on those ships. 
The firm operating them had to make the necessary preparations, 
one way or the other, and after a good deal of discussion of the 
question we decided that in view of the national policy of the couur 
try, and the action of the Congress on prohibition that we would not 
be permitted to sell liquor, and that announcement was made public. 
Immediately quite half of all of the sailings were canceled. The 
ship sailed from New York with much less than its capacity. 

The Chairman. How long before the date of sailing was this an- 
nouncement made? 

Mr. Payne. A week or two* 
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The Chairman. A comparatively short time? 

Mr. Payne. Oh, yes. After the sailings were booked. 

The Chairman. If this notice had been given several weeks before 
the date set for sailing, of course, you do not know what applications 
might have been made for sailing ? 

I simply want to state, and for the record here, that in my judg- 
ment the inference has been drawn by some that the fact of prohibi- 
tion, or no sales of liquors on our ships, will handicap them with 
vessels selling liquor. My opinion is it will not. I believe there are 
more people in this country who would prefer to ride on ships where 
liquor is not sold than there are people who would prefer to ride on 
ships where liquor is sold, and that once the policy is adopted, and 
the people know, the preference will be given to ships that do not 
sell liquor over ships that do. 

Of course, that is only a matter of opinion, but I wanted to put it 
in the record. I think it is just about as sound as the opinion of 
those who think we can not compete with those who do sell liquor. 

Mr. Payne. I trust the committee will excuse us from having any 
opinion on the subject. I am only trying to give you the fact. We 
felt that we could not sell liquor and made the annoimcement accord- 
ingly. 

The Chairman. I think you acted very wisely, and I think you 
acted within the law. 

Senator Ransdell. May I ask, before you get away from it, if 
there have been any other sailings ? 

Mr. Payne. No other sailings. 

Senator Ransdell. This is the only sailing you have had ? 

Mr. Payne. The only one. The next ship on that line will sail 
early in March. 

The Chairman. And I predict that she will be booked to the limit. 

Mr. Payne. I will be glad to inform you. 

The board then had another meeting with these bids before us. 
Let me say that I have the bids here. 

We had individual bids on 20 of the 30 ships. We had a bid for 
the whole list of 30. The individual bids on the 20 amounted to just 
about the same as the single bid for the 30, to wit, in round numbers, 
$28,000,000. 

The Chairman. That is, $28,000,000 for 20 ships, and then $28,- 
000,000 for 30 ships in one bid ? 

Mr. Payne. Right. 

The board decided that we would under no circumstances, accept 
one bid for all of the ships and announced that fact in the press; 
that we would defer action on the bids for the individual ships until 
we had given the matter further consideration. 

We then had figures made as to the actual cost of reconditioning 
the 20 ships on which we had received individual bids. The reason 
we did not have them on the 30 ships was because we thought that 
was a fairer method of comparison. 

Six of the ships we had advertised for the reconditioning and had 
actual figures. Our expert repair division, basing its calculations on 
the basis of the six ships, reached the conclusion that to recondition 
the 20 ships would cost us $57,628,166. We also got estiniates, the 
most careful we could get, on the cost to reproduce the 20 ships under 
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existing conditions. We thereupon depreciated that figure on the 
basis of 6 per cent per year for the purpose of determining the pres- 
ent value ot the ships. I am at somewhat of a loss, to know whether 
I should state that, because the people who are going to bid on these 
ships would like to have that information. What do you think, Mr. 
Chairman ? 

Tlie Chairman. I rather think you had better not state it. 

Senator Nelson. You can give it to us in executive session. 

The Chairman. We will keep it here and probably we will have 
an executive session. 

Let me ask you this. Do you think it would be better for us to 
hold this hearing in executive session, Mr. Payne ? 

Mr. Payne. I do not think so, Mr. Chairman. I think all I am 
going to say is matter which the public is entitled to have. I just 
want to add there that while I do not think I should give that figure, 
the indications are that these bids are not far from representing the 
value. 

The Chairman. That is, representing what you would consider the 
actual present value of the ships under present conditions? 

Mr. Payne. Based on the actual cost now to reproduce the ships, 
depreciated at the rate of 5 per cent per year. 

Senator Nelson. From the time they were built? 

Mr. Payne. According to the actual age of the ships. 

Senator Fletcher. Now, most of them are about what age? 

Mr. Payne. Average of 16 years. 

Senator Fletcher. Average of 16; some a little less and some a 
little more ? 

Mr. Payne. Some are less and some are more. 

Senator McKellar. The large ones are less. 

Mr. Payne. *The Leviathan is 6 years old ; some as much as 24, 
some 21, and so on. They average 16 years. The George Washing- 
ton is 12 

We then came to the conclusion that the wise thing for the board 
to do was to announce, in the most public way possible, that we 
would hold a public auction, invite competitive bidding for the pur- 
pose of determining the highest possible pi'ice which we could 
obtain for the ships, and we announced that for next Monday at 
10 o'clock. 

Senator Nelson. Did you couple with it any conditions under 
which the sales were to be made, in respect to the ships? 

Mr. Payne. The conditions are the same as those announced 
in our original adA^ertisement, to wit: That the ships are to be 
sold to Americans to be operated under the American flag, and are 
to be run in the different routes selected by the board. 

To make that plain, I should say that we had already determined 
what ships should be operated in the South American service, for 
instance, selecting the ships by name, and we had allocated those 
ships to the Munson Line. 

Senator Nelson. How many were there? 

Mr. Payne. Four. 

The Chairman. Did you specify the required sailings? 
' Mr. Payne. No, sir ; no details. 

Those are the two conditions; American flag, to be operated in 
the routes selected by the board. 
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Senator McNary. Did you reserve the right to reject any or all 
bids? 

Mr. Payne. The board thereupon passed a resolution that the 
sales division would be authorized to proceed with this program 
and sell the ships subject to the approval of the board in each indi- 
vidual case. That is, as to each individual ship. 

I might say that some of our pex^ple thought we would not finally 
sell the ships unless the prices were quite adequate, and the board 
reserved to itself, after we found out the highest possible price. 
whether we should then consummate the sales. 

Senator Fletciieic. How many of these ships are seaworthy and 
in actual operation, and how many are tied up at the docks ? 

Mr. Payne. None of them are in operation. Senator, except those 
that have not been delivered to us by the War Department. 

The Chairman. They are in operation as transports? 

Mr. Payne. They are in operation as transports. The other ship^ 
are tied up at the docks. 

The six as to which we have invited and received bids, some of 
them — I can not tell you the details — which are actually undeigo- 
ing reconditioning. ()ne of them is being reconditioned by the 
Navy J)e])artment, which was the lowest bidder on the cost of re- 
conditioning, and the others are all in process of getting ready- 
Take, for instance, the Levhitham,-^ it is a tremendous job to get 
ready to adveilise for bids to recondition that ship. You have to 
have a large amount of information and that is true more or less 
of all the rest. 

Notwithstanding our program which I am trying to outline, we 
have gone forward steadily with the necessary preliminary steps, so 
if it should be decided in the end not to sell the ships we will not 
have lost any time. 

Senator McKeixar. Would it be inconvenient for me to ask you 
as to the powei*s you are selling these ships under? Is it under the 
power of the Shipping Board? 

Mr. Payne. The general power of the Shipping Board act of 1916 
was fixed. 

I might also add that we have the powers, given by the emergency 
legislation J but I do not think it is necessary to appeal to that. The 
President issued an Executive order with reference to materials, etc., 
to be sold, which came to us in the construction of ships, but I 
do not think there was an Executive order, as such, for the sale of 
the ships themselves. The same power we have been proceeding on 
right along in selling the cargo ships. 

Senator McKellar. The act of 1916 ? 

Mr. Payne. Yes. 

Senator McKellar. Under which the Shipping Board was organ- 
ized? 

Mr. Payne. Yes. 

Senator McKellar. And not under any of the war emergency 
legislation ? 

Mr. Payne. Do not get me to exclude that power. 

Senator McKellar. I thought you said no order had been issued 
under that power. 

Mr. Payne. I think that is correct. 
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Senator Simmons When you sell these ships, do you attach any 
•conditions at all, whether they shall continue to fly the American 
flag, or whether they shall be at the command of the Government in 
case it needs them as auxiliary ? 

Mr. Payne. Yes, Senator, the advertised requirements are that they 
are to be retained under the American flag and operated in the 
service designated by the Shipping Board. 

Senator Chamberlain. Can that condition be removed by subse- 
quent disposition on the part of the purchaser? 

Mr. Payne. No ship can pass from under the American flag with- 
out the affirmative consent of the Shipping Board, under the act of 
1916. 

Senator Chamberlain. So that protects you? 

Mr. Payne. Absolutely, in our view. 

The Chairman. Must they continue in the service designated by 
the Shipping Board? 

Mr. Payne. Well, I do not know how far we could tie it down 
absolutely ; that is the whole condition of the sale, but just how we 
would enforce that specifically I would not like to have to say. 

The Chairman. Suppose you should sell, and to complete the sale 
they would run them in the South American trade, for instance, 
until the sale was completed, and then divert them to some othec 
trade. Is there any way that j^ou know of, or could you embody a 
condition in the contract of transfer requiring them to continue in 
the service until released therefrom by the Shipping Board? 

Mr. Payne. I do not think I want to go on record as expressing 
in advance that I could not hold them, because 

The Chairman. Are you trying to hold them ? 

Senator Nelson. You might put a condition in the bill of sale 
that in case they failed to continue on that route the sale should be 
null and void and the vessel should revert to the United States. 

Mr. Payne. Well, as soon as one of them did fail. You are ask- 
ing me rather difficult legal questions, and while I do not want to 
hesitate about it, it is pretty difficult to say just what the ultimate 
outcome would be if a line should buy one of these ships and should 
go into bankruptcy. I do not know? 

Senator McKellar. Well, may they be sold under your advertise- 
ments to a foreign corporation? For instance, take it this way: 
They mi^ht be sold to a British corporation operating a great num- 
ber of ships and which corporation would merely operate these ships 
under the American flag in conformity with your other requirements, 
but at the same time it would be a British line of ships operating 
simply with the American flag over them. Could that be done ? 

Mr. Payne. That is not possible, because we have required, with 
reference to our general subject of allocations, every company to 
make a definite showing as to what its ownership is, who its directors 
are, and the ownership, and we definitely decided not to sell any of 
these ships except to Americans, known to be such. 

Now, I think perhaps I had finished the statement. I do not re- 
member just where I was. 

You asked about the different services and what were these serv- 
ices that we indicated. Do you want me to give the names? 

Senator PYetcher. You need not give the names, -but the muuber 
of vessels. 
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Mr. Payne. Three vessels in the Black Sea; South America, four; 
Colombia, Venezuela, Brazil, a separate two ; Southampton service — 
that, is the service to the English coast and Cherbourg — four; Ham- 
burg service, four; Baltic service, two; Mediterranean, south coast 
of Italy, and France, four. 

Now, out of the ships allocated to this service, eight am still in 
the War Department and, of course, will be held by the War De- 
partment until redelivered to us. 

Now, you asked about the tonnage of these ships. I do not believe 
I have all of them. The Leviathan^ of course, is the largest ship 
afloat, approximately 54,000 gross tons. The others run all the way 
from four thousand or five thousand up to twenty thousand or thirty 
thousand. I thought I had that list here, but I do not seem to 
have it. 

Senator Ransdell. May I ask you how many are passenger ships? 

Mr. Payne. All passenger. Perhaps I should say a word about 
the passenger subject. 

The Chairman. Before you start on that. Judge, will you let me 
ask you if there is any condition that in case of war emergency or 
need the ships may be taken by the Government ? 

Mr. Payne. As to the ships that were formerly — ^you received a 
letter from Secretary Baker? 

The Chairman. Yes. 

Mr. Payne. As to those ships it is provided that a clause shall be 
inserted in the contract making those immediately available for 
national emergency. Our view is — and my individual view, cer- 
tainly — that as long as any of these ships are under the American 
flag they are instantly at the service of the Congress or the President 
if the Congi'ess so provides. 

Senator Nelson. They can requisition them. 

Mr. Payne. There is no difficulty about it whatever. 

The Chairman. But, as I understand, there is an express condi- 
tion put in the bill of sale. 

Mr. Payne. That is not as to all. That is only as to those as to* 
which the Army make the point were redelivered to us with an under- 
standing that they would constitute a part of the reserve for troop 
service. It has not seemd to us it was very necessary or wise to- 
make any condition in the sale, other than that they shall remain 
under the American flag on that subject. 

The Chairman. As I imderstand this condition that is put in these 
bills of sale was satisfactory to the War Department. 

Mr. Payne. The Secretary of War wrote me a letter, I think,, 
setting out a condition which Gen. Hines had submitted to the com- 
mittee.' I wrote him that it did not seem to me a wise condition;- 
that it would probably impair our capacity to get anything like 
the value of the ships; and I suggested to him phraseology which- 
seemed to me to meet the situation. I have not had an answer to my 
letter. I think I may assume that he regards it as sufficient, but I 

can not say so. - . . . 

The Chairman. My recollection is that Gen. Hines indicated to 
our committee that that was generally satisfactory. 

Mr. Payne. I had Gen. Hines's menioranduin before he testified.. 

Senator McXary. Judge Payne, of the 30, how many would fall 
within this classification? 
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Mr. Payne. My recollection is there are six. 

Senator McKellar. Judge Payne, you were speaking of the 
Leviathan a while ago, a 64,000-ton ship. How does the price bid on 
the Leviathan compare with the cost less depreciation ? 

Mr. Payne. It is less. 

Senator McKellar. I notice that if you just take 54,000 tons and 
multiply that by 200, the present cost value, the present cost value 
would be $10,800,000, and the depreciation under your valuation 
would be $2,160,000, which would leave the present cost value, by 
this method of computation, at all events, $8,640,000, and I was 
wondering what sort of price was offered for that. 

Mr. Payne. The highest indicated price was $4,000,000. 

Senator McKellar. About 50 per cent of its estimated value ac- 
cording to the rule you laid down a while ago ? 

Mr. Payne. Some of the bids were higher, considerably higher^ 
than our depreciated cost price. The Leviathan was the conspicuous 
exception. 

Senator McKellar. Which is about 50 per cent. 

Senator Fletcher. What per ton rate would this $28,000,000 
yield, your figure of $28,000,000 on the whole 30 ships? How much 
would that be per ton? 

Senator Nelson. I think it was 20 ships. 

The Chairman. Individual bids on 20 ships aggregating that 
figure. 

Senator Fletcher. Well, how much per ton? 

Mr. Payne. I do not remember that. Senator. 

The Chairman. Judge, will you let me ask about the Leviathan^ 
what was the estimated cost of reconditioning the Leviathan? 

Mr. Payne. Mr. Scott can you give that; I have not the figures. 

Mr. Scott. $7,500,000. 

The Chairman. $7,500,000? 

Mr. Payne. Yes, sir. 

Senator Fletcher. Six years old? 

Mr. Payne. Six years old. 

Senator Fletcher. Somebody wants to profiteer on the condition- 
ing. # 

Senator Chamberlain. That is almost as much as the vessel cost. 
How can they estimate that? 

Mr. Payne. I think it is estimated to have cost $10,000,000. 

Mr. Scott. Ten million. 

Mr. Payne. Actual cost now, $20,000,000. Reproduction cost is 
$10,000,000. 

The Chairman. Reproduction cost at $200 would be only 
$10,800,000. Would the reproduction of the Leviathmi cost more 
than $200— $400 a ton ? 

Mr. Payne. The best figure we have been able to get is $7,500,000. 

The Chairman. That is, for reconditioning? 

Mr. Payne. Yes. 

The Chairman. What I am trying to get at is what it would cost 
now to reproduce the Leviath/in new, 

Mr. Scott. Here's one of the best men in the country, Mr. Fer- 
guson. 
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Tlie Chairman. Yes; I know Mr. Ferguson. If Mr. Ferguson 
will state now an estimate of what it would cost for the reproduction 
of the LevixUhan^ I would be glad to have it. 

Mr. Ferguson. I am sorry, Mr. Chairman, I do not carry the fig- 
ures in my head. I could not tell you. 54,000 tons would cost about, 
I imagine 

The Chairman. Well, a ton? 

Mr. Ferguson. Oh, I suppose it would cost about $25,000,000 or 
$30,000,000. 

The Chairman. That is, vou think it could not he. reproduced short 
of $400 or $500 a ton ? 

Mr. Ferguson. I hardlv think so. 

Senator Eansdell. That is for a first-class passenger ship? 

Mr. Ferguson. That is the Leviathan, 
. - Senator Ransdbll. Veiy much more expensive than a freight ship, 
or cargo ship? 

Mr. Ferguson. Oh, yes. With the Leviathan the reconditioning 
included not only restoring the vessel where she had been torn up 
for carrying passengei*s, but also, as a matter of good business and 
design, the replacement of the coal for operation by oil. The ship 
had a good many difficulties operating with coal, she burned so 
much coal, so that the cost, I believe, which the Judge speaks of, 
included the building of oil tanks and oil tankers, fitting the double 
boilers for burning oil, and all of the equipment tor doing that, and 
that was a tremendously large part of the sum which he mentioned. 

Senator Chamberlain. How much did you say it would cost to 
recondition that ship ? 

Mr. Ferguson. Judge Payne said $7,500,000. We did not bid on 
it ourselves, for the reason that we could not get her into our harbor. 
We, however, assisted, as these other shipbuilders should, in pre- 
paring plans and specifications for reconditioning and fitting her 
as an oil burner. We have all joined together, and I think at least 
five of those shipyards loaned technical engineers and experts for 
the purpose of making these plans and specifications for I'econdi- 
tioning. It is a tremendous job, almost as big a job as designing and 
planning and building a ship in the first place. 

Senator Chamberlain. Would it be a very hard job to operate the 
ship successfully if it should get in commission again? 

Mr. Ferguson. I do not know, sir. 

Mr. Patne. Senator, I do not want to run down our chance of 
selling her. 

Senator Chambeklain. Well, if she is so much bigger than all of 
the other ships you are building, two or three times as large, and 
she will not go into but verj^ few harbors on this continent or any 
other. 

Mr. Payne. Let me say, just to sum up, we confront this situation, 
as Mr. Ferguson said, and I am very glad he was here to say it— 
wc called into consultation all of the talent the country affords in 
the task of reconditioning these ships, and we have found among 
the shipbuilders and among the shij) operators the most cordial 
cooperative spirit. On the best possible estimate that we can make, 
it will cost us $57,000,000 as I have said, to recondition 20 of the 
30 ships. The other 10, of course, in the same proportion. It might 
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be said, not only are we now living in times when everything is 
excessively high, but these ships are in very bad condition. 

Now, whether we can operate successfully as a governmental 
agency passenger ships, some of us at Jeast, regard as highly doubt- 
ful. The expense, the competition, and all of the attendant cir- 
cumstances, make the Shipping Board feel that that ought not to 
be undertaken — ^perhaps I ought only to speak from my own view 
of this — ^that that ought not to be undertaken by the Shipping 
Board. 

The cargo ship situation is entirely diflFerent, and I think much 
more favorable from our standpoint. The expense of running a 
ship like the Leviathan is so enormous that a single voyage, if she 
should break, or anything happen to tie her up would dispose of 
any profit we might make for a whole season, probably. 

Now, there are two questions : Can we operate these ships in these 
different services without great losses and, second, should we, under 
the circumstances, expend what may reach $75,000,000 in recondition- 
ing these ships. By $75,000,000 I mean $57,000,000 plus the other 
lO ships. 

My own impression and my o\\i\ view, and I have not the slightest 
doubt about its soundness, is that we ought to sell the ships now. 
There is a scarcity of passenger sliips, and the service is broken 
clown, and it does not seem to me likely that there will ever be a time 
when we can sell the ships so well as now. 

Senator McKellar. As this is a matter of such great importance, 
and there is such a wide diversity of opinion, do you not think it is 
the duty of the board to give Congress an opportunity to outline 
its view of the policy before the board peremptorily acts on the 
matter, and especially after it acts there A^ill be no opportunity 
for Congress to fix any policy? 

Mr. Payne. I had not, Senator, seen any disposition on the pait 
of the conniiittee, and I watched it pretty closely, to do more than 
jjrobably pass general legislation as to govermnental policy. I 
doubt whether this committee or the Congress will suggest to the 
Shipping Board whether it is wise or unwise for us to undertake 
to operate ])assenger ships. 

Senator McKellar. Well, do you not think you ought to submit 
to Congress fii*st, inasmuch as C/ongress has the sole power of 
directing in the matter? 

Mr. Payxe. I am here at the service of the conmiittee and the 
Congress, and the board will be delighted to accept the view of the 
committee on the subject. 

Senator McKellar. But, Judge, we have only until Monday, and 
this seems to be an emergency matter. If you enter into obligations 
on Monday that will commit our GoNernment, do you not think 
it would l)e wiser to postpone the matter until longer than Monday, 
so that Congiess may have the opportunity to take such action as 
it sees fit? 

Mr. Payne. I do not think it wise, but I will cheerfully acquiesce, 
and so will my associates, I am sure, in a request of that kind from 
this committee. AVhen I say I do not think it is wise, I mean this, 
simply : That the Shipping Board is charged with this responsibility. 
If we should let this opportunity pass and not sell these ships, and 
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spend this $75,000,000 for reconditioning these ships, and then make 
a loss running perhaps into the millions of dollars, the Shipping 
Board would be everlastingly criticized. 

Senator Simmons. Judge, in view of the fact that a resolution 
is pending before the Senate now requiring the Shipping Board to 
await an expression from Congress before disposing of these ships, 
and that resolution will probably be vigorously pressed, would you 
feel justified in disposing of these ships before action by Congress 
on that resolution? 

Mr. Patne. That resolution, I understand, has been referred to 
this committee. Now, I think this committee should act, and if, in 
view of the statement which I have now made, the committee thinks 
we ought not to make that sale, and should defer that sale, all the 
committee has to do is to pass such a request or resolution and it 
will be cheerfully complied with. , 

Senator Simmons. Or the Senate either? 

Mr. Payne. Oh, certainly; certainly. 

Senator Chamberlain. How long do you suppose the Senate would 
talk about it? 

Senator MoKellar. I think it would have passed a while ago if 
objection had not been made. 

Senator Fletcher. Do I understand. Judge, your view is the 
Shipping Board ought not to attempt to acquire or operate passenger 
ships ? 

Mr. Payne. I think they ought not to attempt it. Senator. 

Senator Fletcher. I understood Mr. Eosseter's view was that that 
was the only thing needed to balance the fleet, some passenger ships, 
and I thought it was the impression of the board, that they felt the 
need of some passenger ships, and they contemplated building some 
more. Are you building any passenger ships at all ? 

Mr. Payne. Twenty-six passenger ships are building, but not by 
any action of this board. They are all contracts which were made be- 
fore the armistice, and a part of the program which we are carrying 
forward. The present Shipping Board has made no contracts for 
the construction of ships. Perhaps I ought to say the Shipping 
Board has not since the armistice. 

Senator McKellar. Well, we want to know — and I do not believe 
we do — have you ever had any shipping experience before going in 
the Shipping Board? 

Mr. Payne. I never had ; have not had much yet. 

Senator Eansdell. Judge, I understood you to say that the 20 
ships would cost about $57,000,000 to recondition? 

Mr. Payne. The exact figures we got were $57,528,166. 

Senator Eansdell. Not making it exact, just taking the $57,000,- 
000, 1 figure that would be $2,850,000 per ship, and you said also that 
the 10 additional ships would cost about the same? 

Mr. Payne. Well, I mean according to size. I do not mean to be 
exact about the 10. 

Senator Eansdell. I understand that, but I am just speaking in 
round numbers. So that would be 10 times $2,850,000, which would 
be $28,500,000, or a total o! $85,500,000 to recondition these 30 ships? 

Mr. Payne, Well, I have used the rough figure of $75,000,000. 

Senator Eansdell. Yes ; but I was trying to get it as nearly exact 
as I could. Now, it was stated on the floor of the Senate to-day by 
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one of the Senators — I do not know where he got the figures — that 
there were in round numbers 350,000 tons in this fleet of 30 ships. 
Do you know whether that is practically correct ? 

Mr. Payne. I can not tell you. Could you tell us, Mr. Scott? 

Senator Eansdell. How many tons in the fleet of 30 ships? 

Mr. Scott. I could not tell you. 

Senator Nel80n. I understood the judge has a list of these vessels 
showing the size. 

Senator Ransdell. Well, for the sake of my question, I want to 
get tliis in the record, there are 350,000 tons there, and if we divide 
$85,500,000 by 350,000 it will give us a total cost of $261 to recondi- 
tion, so it would be a very expensive thing, according to your best 
information, to recondition these 30 ships, and it was because of that, 
largely I take it, that very expensive work, that you seriously contem- 
plated selling? 

Mr. Payne. Quite right, Senator. 

Senator McNary. Just a minute. I received a telegram from the 
Pacific Coast — from San Francisco, and a telegram from New York, 
stating that the Shipping Board had accepted an offer of $28,000,000 
for 30 of the ships from the International Mercantile Marine, op- 
erating under the English flag. 

Mr. Payne. That is only not the truth, Senator; there is not a 
vestage of truth of it. The Shipping Board has not only not ac- ' 
-eepted a bid, but it has declined — not a matter of formal record, but 
the announcement has been published in the papers, certainly for 
10 days or 2 weeks, that we would, under no circumstances, accept 
one bid for all of the ships. 

Senator McNary. Well, I thought it was fair to ask you that 
question. . ' , 

The Chairman. Well, Judge, do you think there would be any 
difficulty in getting private parties to operate these passenger ships 
if the Government should retain them ? 

Mr. Payne. Without a guaranty from the Government to pay 
their losses? 

The Chairman.-* Yes. 

Mr. Payne. I do not think so. 

The Chairman. You think that in order to have these ships op- 
erated by private parties, as the property of the board, you would 
have to guarantee the operators against loss? 

Mr. Payne. Well, I think if we operated these ships as they are 
now operating the cargo ships, we might be able to make an arrange- 
ment, and that is, we pay the operator a fixed monthly fee, and we 
pay a percentage on the gross receipts, and we pay all of the expenses. 

The Chairman. Well, of course, that not only guarantees him 
against losses, but guarantees him a compensation. 

Mr. Payne. Guarantees him a f)rofit. Now, we are submiting to 
this committee of operators a proposition which we hope will go 
into effect of the 1st of March, a contract by which the operators 
shall receive a percentage on the net receipts. That remain's to be 
seen, but I think they will accept it, and that we can at least operate 
the cargo ships without loss. 

Senator McKellar. Has any attempt been made for the board to 
apply the same type of contract to the passenger boats? 
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Mr. Payne. No ; that has not gone into eifect as to any ship. 
Senator Ransdell. You have not operated any passenger ships 
except the Moccaninf 
Mr. Payne. None, Senator. 
Senator Ransdell. How is she being operated? 
Mr. Payne. She is being operated on the same terms as cargo ships, 
a fixed fee and a percentage on the gross receipt^;. 

The Chairman. In your judgment, do you think you would be 
able to enter into an arrangement with inference to the passenger 
ships similar to that on the cargo ships if they accept a percentage 
of the net earnings ? 

Mr. Payne. I do not think I have an opinion on that, Senator. 
The Chairman. Well, I would like your best judgment from what 
you know of the situation, as to whether or not they would be will- 
ing to purchase these passenger ships on terms of that sort? 

Mr. Payne. Commissioner Scott and Commissioner Stevens dis- 
cussed this in New York at length the other day, and Mr. Donald, 
with reference to the cargo sliips, and the general attitude was favor- 
able, and so we hoped to got tiiat contract into eifect, but there has 
been no discussion with reference to the ))assenger ships. 

Senator FLp:T('nER. How about the ships assigned to the Munson 
Line^ What is the contract with the Munscm Line? 

Mr. Payne. It ought to b(* understood, as Senator Kansdell has 
indicated, the only passenger ship we have in the service is the 
MorcdMin. and that is ])erhaps about to return or it may be in; T do 
not know; it may Ix^ in from its trip, so that we have no data what- 
ever to indicate whether it has been successful or unsuccessful. The 
arangement on whidi those sliips are to be operated was the same 
as. I told the chairman with reference to the cargo ships. Now, 
whether we can apply the new contract to the ])assenger ships, I 
(•f>n1(l not sav. 

The Chairman. Now, as I understand, Jud^e, you have looked 
at this matter from a business standpoint, and you and the board 
believe that it would be better, from the standpoint of the Govern- 
ment, to dispose of these ships at this time than to delay their dispo- 
sition. 

Mr. Payne. That is my definite opinion. Senator. One member 
of the board, at least, who is prc^^ent here, has indicated in the dis- 
cussions that he would hold his mind open until we found out the 
largest price we could get offered, and we have all agreed that no 
sale will be made until after we get those and then we will sit down 
and analyze it again and reach a final, and I trust, very prompt con- 
clusion. 

The Chairman. As I understand it, then, the receipt of the bids 
Monday will not be a sale. 

Mr. Payne. Not at all. After ^e have had this public auction on 
Monday and gotten the whole matter in its final form, the board will 
then meet and discuss the sale of each individual ship, both with 
reference to its individual value with reference to its assigned 
place in these different routes. 

The Chairman. How manv different bidders are there for these 
20 ships? 

Mr. Payne. Of course, our sale on Mondav is not limited to the 
bidders. The whole world is asked to come in. 
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The Chairman. Yes; I understand. 

Senator McKeller. That is an auction. 

Mr. Payne. That is an auction. 

Senator McNary. Bight on that point, what relations have these^ 
written and sealed bids to these bids to be submitted and asked for 
on Monday ? 

Mr. Payne. None, except we took those as a start. 

Let me answer the Senator. What was that question again ; then 
I will answer you. Senator McNary ? 

The Chairman. How many different bidders are there for these 
different ships? 

Mr. Payne. On the Martha Washington there are five bids. On 
the Mowat Vernon two. On the Leviathan^ as T have said, there was 
one. On the Antigony^ three. On the Callao^ four. On the Pocor 
hontas^ four, and so on ; anywhere from one to 

The Chairman. I think I get the idea. What I wanted to get at 
was this : How many different bids of different bidders are there in 
all of these bids ? That is what I wanted to get at. 

Mr. Payne. I should say about 12. 

The Chairman. About 12. So that it is possible to have these 
ships distributed among 12 different ownerships? 

Mr. Payne. Well, it possible to distribute them among many more. 

The Chairman. I mean, so far as the bids you have already re- 
ceived are concerned. 

Mr. Payne. Yes. 

Senator Nelson. Those bids do not count any more. It is to be a 
j)ublic auction Monday? 

Mr. Payne. That is correct. 

Senator Nelson. These count for no more than any other? 

Mr. Payne. None whatever, except we have their checks here. 

Senator McNary. From what part of the country do these bids 
come, generally? 

Mr. Payne. Oh, mostly around New York. 

Senator Fletcher. You said this auction was open to the whole 
world. Do you mean foraign? 

Mr. Payne. Oh, no. Senator; I mean our own people. What I 
wanted to say, explanatory of my remark to you, Senator McNary, 
this auction practice of ours is not new. We had 300,000 tons of 
steel for sale, scattered in the shipyards all over the country, and 
our ship sales division in Philadelphia had competitive offerings. 
One firm came to me insisting that they had bought the steel. Well, 
I sent word to Philadelphia to advertise a sale of that steel in my 
office on a day after notice in advance, to give them all a chance, 
and the room was full. We started in on the basis of the previous 
bids, and I raised that by selling — -and sometimes those very enter- 
prising people bid a- single cent per ton — ^but we raised that price 
$1,500,000 and sold the steel. That is the benefit of that kind of an 
auction. * And we had the same thing on the tugs and barges. 

Senator McKellar. Judge, I understand you propose to sell these 
at auction on Monday. Now, will you consider yourself in any way 
bound to accept the price bid by any corporation or individual for 
all of those ships? 

Mr. Payne. Do you mean the whole list. Senator ? 

164508— 20— FT 1' 2 
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Senator McKellar. Yes; or any of them. 

Mr. Payne. I do not know that I get you, really. 

Senator Simmons. You put them up at auction ; there are certain 
prices offered. Now, are you bound to accept that 

Mr. Payne. On the contrary, S^ator, as I thought I had made 
perfectly plain, the board passed a resolution that they would au- 
thorize the sales division to go forward with these sales, subject to 
the approval of the board after the offer had been made, as to each 
individual ship. In other words, if, when these bids are obtained, 
the board is of the opinion that the price is inadequate, either as a 
whole or as to individual ships, the board has expressly reserved to 
itself the right and the duty of determining that question and re- 
jecting the bids. 

Senator Cau)er. Any or all ? 

Mr. Payne. Any or all. 

Senator Fletcher. That is, when you consider the price inade- 
quate. Could you do it for any other cause? 

Mr. Payne. We could do it for any other cause. 

Senator Fletcher. Well, suppose you take the ship Mount Vernon; 
vou have the Mount Vernon assigned to a certain route at present. 
That is the program. Will you require in this auction the bidders 
to bid for the ship with the understanding that she is to operate 
on that particular route, or will you not have the power to rearrange 
the routes and the ships on those routes ? 

Mr. Payne. There is no limit as to the power of the board over 
the subject. We have not entered into any arrangement or any an- 
nouncement, or adopted any policy which prevents the board from 
dealing with any and each and all as the facts may develop. We 
have sought, indeed I sent a memorandum to the other commissioners 
outlining this plan, that when these bidders all come before us, take, 
for ins^nce, the Southampton service, we have allocated to the 
Southampton service the Lemathan^ the Mou/nt Vernon^ the Aga- 
memru)n^ and the Mansenumd. We will offer those four ships, and 
when we have obtained the highest bid for the four, then we will 
offer each of the four separately, and if any suggestions are made 
that any one of those ships could go into another service we will 
offer it in connection with that service, and having exhausted the- 
subject, we will then add up the individual bids as against the total 
bid and determine which is the proper bid to be accepted, if, in the 
end, we accept any. 

The Chairman. In other words, it is not an auction to the extent 
we usually hear auctions spoken of, where, for instance, we have but 
two bids and they must go to the highest bidder, but you have re- 
served the absolute right of rejecting all offers and bids, if deemed 
wise to do so. 

Mr. Payne. By formal resolution of the board. 

Senator Fletcher. Well, I can see that, but a buyer might want 
to buy a ship for a certain purpose, and if you have that ship as- 
signed to a certain route and hold it to that route it would make 
quite a difference in his bid. 

Mr. Payne. Our feeling, Senator, was that we could better sell 
the ships by allocating them to these services, and we regarded it as 
of more importance to establish the different services which we have 
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decided on to be established. Of course, we have given to the sub- 
ject great consideration, but if, in the bidding, it should develop 
that we could get more for the ship otherwise, we are entirely free 
to do it. 

Senator Simmons. And the purchaser, would he be bound to oper- 
ate in that sendee or would you have any control over its operation 
thereafter? 

Mr. Payne. Senator, I have said all I can say on that subject. 

Senator Simmons. I must not have been here when you said it; 
I have not heard it. 

Mr. Payne. All of the bidders, by buying these ships allocated to 
the different services, agree to operate them in that service. 

Senator Nelson. You will put that in the bill of sale? 

Mr. Payne. Yes. 

Senator Fletcher. Would you reserve the right to readjust them? 

Mr. Payne. Now, pardon me; that is merely a question — Senator 
Simmons's question has relation to when we have made the sales. 
You are talking about doing the auction. 

Senator Fletcher. Yes. 

The Chairman. Now, Judge, what are the terms of sale? That 
is^ how much cash ? 

Mr. Payne. Our regular terms. 

The Chairman. Twenty-five per cent down and the balance in 
how many years ? 

Mr. Payne. Our regular terms are 25 per cent cash, 12.5 per cent 
in 6 months, 2.5 per cent in 12 months, and the remainder 6.25 per 
cent each 6 months until it is paid. 

Senator Nelson. At what rate of interest? 

Mr. 'Payne. Five per cent. 

Senator Ransdell. That pays for the ship in five years ? 

Mr. Payne. Five and a half years. 

Senator Nelson. Secured by mortgage on the ship? 

Mr. Payne. Yes. 

The Chairman. Would you require them to carry insurance for 
your protection? 

Mr. Payne. Oh, every protection. You see, this applies to every 
ship we sell unless we sell for cash, as we do sometimes. 

The Chairman. Are there any other questions of Judge Payne? 

Senator Simmons. Judge, you expressed a while ago the opinion 
it was to the public interest to dispose of these ships. You were 
talking just before you made that declaration, about passenger 
ships. Did you refer to other ships as well ? 

Mr. Payne. No, Senator ; everything I have said in relation to this 
sale has reference to passenger ships. I do,however,think it ought to 
be the Government's policy to sell all of these ships, cargo and passen- 
ger, as rapidly as the country is prepared to absorb the ships, be- 
cause I think it is much better that the ships, both passenger and 
cargo, should be operated by private hands rather than by the Gov- 
ernment. 

The Chairman. In order to get this done. Judge, you would not 
reduce arbitrarily the price below the going price, and the price 
that the conditions seemed to warrant? 

Mr. Payne. I have not thought it wise to do so. As a matter of 
fact, we have been watching these hearings here with great interest. 
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Perhaps as a principle, if I could state one, it would be this : Assum- 
ing that we are correct in the conviction that these ships ought to 
be sold, we ought to be willing to sell them for slightly less than it 
would cost to build them plus the difference between the spot deliv- 
ery and the future delivery, which would be involved in the building 
of the ship. 

The Chairman. In other words, as I understand it, you think these 
ships ought to be dealt with as a business man would deal with his 
property if he were not compelled to dispose of it? 

Mr. Payne. That is just the word in a nutshell. 

Senator Nelson. Is it not true that the rates now, the ocean rates, 
are very near as high as they were during the war, or before? 

Mr. Payne. Yes. 

Senator Xelson. And is it not also true that within two years or 
more England and the neutral countries will be able to supply the 
loss of tonnage resulting from the war, and that there will be a 
greater abundance of ocean tonnage than there is to-day, outside of 
our country? 

Mr. Payne. Yes; as to the latter part of the question. I do not 
think England is building ships rapidly. I think they are making 
rather slow progress. 

Seilator Nelson. Well, it is remarkable — I have heard it estimated 
that England lost from 8,000,000 to 10,000,000 tons during the war. 
Now, here is a statement from the Commissioner of Navigation for 
the fiscal year ended last July, and it gives the tonnage of Great 
Britain in June, 1914, at 18,892,000 tons, and it gives the tonnage as 
of June, 1919, at 16,345,000 tons, indicating a loss, in round num- 
bers, of 2,500,000, which shows that they have made up a great deal. 

The Chairman. Well, they were building as hard as they could 
during the war. That is why that shows up that way. 

Senator Fletcher. That is gross tons too. 

The Chairman. As I understand your position, however, with 
reference to cargo ships and passenger ships, it is that there is more 
likely to be a loss to the Government in connection with the operation 
of passenger ships, if if retains the title, than there would be with 
reference to cargo ships. 

Mr. Payne. Very much more, Senator 

Senator McNary. Do you think it is wise for le^slation now being 
enacted by Congress to contain a provision requiring the board arbi- 
trarily to sell these ships at a given time ? 

Mr. Payne. I do not. 

Senator McNary. That should be left to the best judgment of the 
board under the circumstances? 

Mr. Payne. I should say, " Yes, positively." The moment you fix 
a peremptory order on the Shipping Board to sell the ships within 
a nxed time, every person who wants to buy a ship will wait until 
that time is about to expire, believing that we will then be forced to 
sell the ships at whatever we can get for them. 

The Chairmaj^. Now, Judge Payne came up to-day especially on 
the matter of the German ships. He preferred to go into these other 
matters after we get through with those. I do not want to shut any- 
body off, but I suggest that we probably would better confine our 
questions to the German ships. 
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Senator McNaky. Pardon me; I did not understand that, or I 
should not have asked. 

Senator Fmitchek. Mr. Payne, about these German ships, you had 
estimates made about what this would cost us to reproduce them new. 
Do you know what that figure is per ton, on an average, on these 
ships, or take the smaller ones. We talked about the Leviathan. 
Take the smaller ones, 14,000-ton ships. What do you estimate their 
cost would be per ton? 

Mr. Payne. I could not give it to you. Senator, because I have not 
brought those details here with me. 

Senator Fletcher. Do you know, Mr. Ferguson? These are pas- 
senger sliips, we understand. 

Mr. Ferguson. I should say around between $400 and $500 per 
gross ton. That is a rough figure. 

Senator Fletcher. About $600 a dead-weight ton. Now, that is 
proposed to sell those ships, according to the calculation that is 
given, at about $80 a ton. How can you justify that? It seems to 
me, with the average age of them 16 1/6 years, if they cost $400 or 
$500 a ton to reproduce, allowing for depreciation and all of that, 
$80 a ton is a ridiculously low price for the ships. 

Mr. Payne. Senator, assuming that it is true that this is a good 
time to sell the ships, as we will have 

Senator Fletcher. I think you are right about that, and I can 
very well understand that, about the auction. 

Mr. Payne. Well, now, let's assume that is true. Then the board 
confronts this situation : We are compelled to sell the ships or to go 
forward with out reconditioning program at anywhere from $57,- 
000,000 to $75,000,000 or .$80,000,000 cost to the program, with the 
certain knowledge that we can not get these ships into service sooner 
than from 6 to 12 months ; that meantime, besides the cost of recon- 
ditioning, we have a large expense in taking care of the ships, man- 
ning them, because you can not leave a ship alone tied to the dock; 
you have to take care of it — now, you have either got to sell the ships 
now or you have got to let them lie in the water at a large expense, 
or you have got to go forward with this enormous expenditure to 
recondition them. 

In other words, we confront a condition, and even if we are not 
able to get what we ought to get, are we any better off if we add this 
large expenditure and postpone the date of sale until tonnage comes 
in from England and the other countries where it is now scarce? 
That will depreciate the value of our ships, and the worse thing in 
the world for a ship, almost, is to have it lie idle in the docks. 

So the question is not primarily whether we could get all the ships 
are worth. The question is. What we are to do, in view of the facts 
which confront us? Shall we spend this money, which we will- never 
get back, or shall we sell the ships to private people who con operate 
them, they believe, successfully and establish the routes? 

Senator Ransdeld. And if you sell them under the terms and 
conditions indicated by you, will they not be just as much a part 
of the American merchant marine, flying the American fla^ and 
teaching the American people how to go to sea in ships, as if the 
Government continues to own them ? 

Mr. Payne. It seems to me. Senator — and if I have not misread the 
sentiment of the country and the Congress, it is that all ships should 
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be privately owned and operated, and that the Grovemment should 
close up its shipping program by disposing of the ships to private 
parties when it can do so on fair terms. 

Senator Ransdell. I believe you have read the opinion right, and 
we should not be in too big a hurry. 

Senator McNary. I am interested in having some facts and figures. 
I do not know whether you have them there or not. The total dead- 
weight tonage of those 30 ships. Have you those ? 

Mr. Patne. No ; I have not that with me. 

Senator McNart. And the cost per ton of reconditioning. Have 
you made an estimate of that kind ? 

Mr. Payne. It is very hard to give you that without getting bids 
on the actual ships. What we have done is to get actual bids and 
we have one ship that is under construction in the Navy. 

Senator McNart. Well, I have not any quarrel with that general 
statement, but there is a discrepancy between the cost of reproduction 
less depreciation and the cost of sale and reconditioning, and without 
those ngures I can not make up my mind 

Mr. Payne. The details would not help you, but what I have got 
I will give you. 

Senator Caldes. Are any of these Grerman ships equipped to go 
into passenger business at once! 

Mr. Payne. Oh, no. 

Senator Calder. Each and every one must be reconditioned ? 

Mr. Payne. Each and every one must be reconditioned, and it 
will take from 6 to 12 months^ and perhaps in the case of the 
Leviathan longer, to do the work. 

The Chairman. Well, Judge, let me ask you this: Is there any 
reason why Congress and this committee could not well wait until 
you have conducted your auction Monday, and then we confer with 
you and get your best judgment as to the wisest course to pursue iu 
view of the proposals that may be submitted? 

Mr. Payne. I know of no I'cason, Senator. We can go forward 
with this public auction. As a matter of fact, perhaps I ought to 
say what you may not know — ^that just before I left the office I was 
informed that Mr. William Randolph Hearst, of New York, had 
filed a bill. Here is the summons : 

No. 37575. 

William Randolph Hearst, plaintiff, r. John Barton Payne, Thomas A. Scott, 
John A. Donald, and Raymond B. Stevens, commissioners composing the 
United States Shipping Board, and the United States Shipping Board Emer- 
gency Fleet Corporation, a corporation, defendants. 

ORDER. 

Upon consideration of the bill of complaint filed in this cause it is this 13th 
day of February, A. D. 1920, by the court ordered that the defendants, John 
Barton Payne, Thomas A. Scott, John A. Donald, and Raymond B. Stevens, 
and the United States Shipping Board Emergency Fleet Corporation, and each 
of them, show cause on the 16th day of February, A. D. 1320, at 10 o'clock, 
why they should not be restrained and enjoined from selling the vessels men- 
tioned and described in paragraph 4 of said bill of complaint, to wit — 

Then follows the list of the vessels — 

provided a copy of this order is served upon defendants on or before the 14tli 
day of February, A. D. 1920. 
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Now, the newspaper men brought me that information and asked 
me what we were going to do. 

Senator Nelson. Have the papers been served on you ? 

Mr. Payi^e. Evidently they have been served on Commissioner 
Donald. This is his copy. I suppose mine is awaiting me. 

I said I could not say what the board would do, but that I would state 
what I would recommend to the board, which was that we should pro- 
ceed with the auction, receive the bids, but defer any action with 
reference to the acceptance of the bids or any commitment of the 
board until the court should determine the question which is sub- 
mitted. I have not seen the bill, of course. 

That would apply equally to, this committee, I should say. 

The Chairman. Is there any member of the committee who sees 
any objection to that suggestion? 

Senator McKeller. What was the suggestion? 

The Chairman. The suggestion that occurred to me was that the 
committee, before recommending any action, would wait until the 
proposals are submitted to the board on Monday, and then we will 
ask Judge Payne to come before us and explain the situation and 
give us all of these facts, and he would give us plenty of time to 
act, then, as to whether we want to pass the resolution or not. 

Senator Simmons. I have no objection to that, if they are merely 
proposals. 

TTie Chairman. He said they were merely proposals. 

Senator Bansdell. He stated several times they were merely pro- 
posals. 

Senator Simmons Then, if the Shipping Board would withhold 
any action until this committee has had an opportunity to consider 
and recommend what course should be pursued ? 

The Chairman. Judge Payne said he would do that. 

Senator Simmons. He did? 

The Chairman. Yes. 

Senator McNart. Let me ask you. Judge Payne, is there any time 
limit for the acceptance of these bids ? 

Mr. Payne. No. Of course, we "would be required, in good faith, 
to act promptly. 

Senator McNary. Within a reasonable time? 

Mr. Payne. Yes. 

Senator Nelson. Those bids have not been made yet ; they are to 
be made Monday. 

Senator McNary. Oh, I appreciate that, but how long can you 
hold them after that ? 

Mr. Payne. Oh, we do noj; have to accept them at all. A reason- 
able time. 

Senator Nelson. I understood the judge to say they would be 
held until they made an investigation^ 

Senator McNary. Oh, well, I mean 30 days or 60 days or 90 days ? 

Mr. Payne. No time is specified. 

Senator Calder. These snips will be tied up at the dock until this 
is determined ? 

Mr. Payne. Yes, sir. 

Senator Kansdell. And at great expense to the Government? 

Mr. Payne. Yes, sir. 
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Senator Nelson. And the ships are to be theirs when they finish 
them? 

Mr. Payne. Their ships. We pay nothing further. 

I made a transaction the other dav with the Terry Shipbuilding 
Co. There I think the number was five. We sold them those ships 
in their unfinished state. We allowed a reasonable sum, as it seemed 
to us, for cancellation damages. It would require $4,125,000 — esti- 
mated, of course — ^to finish the five ships. They go forward and finish 
those ships and buy them from us, and we get a net of $4,000,000 for 
the unfinished ships, after allowing them such depreciation and ex- 
penses as we deemed just; so that instead of adding to the Govern- 
ment a cost of $4,125,000 we got in, 25 per cent cash, the same terms 
I have indicated here, $4,000,000. 

Now, we are making trades of that sort right along, and we find 
a disposition on the part of the shipbuilders to make the trade. 
For instance, the Northwest Steel Co., of Portland, Oreg., had a 
contract with us to build a certain number of cargo ships. They 
had a claim for cancellation of $3,000,000. We make a trade by 
which they, instead of building those ships, take a contract to build 
10 tankers, to be sold to a ship company, and in that way we got rid of 
our $3,000,000 loss on cancellation charges, and we helped finance 
the building of the shipping, and take a mortgage on the ships for it. 

The only point of this is that there is a disposition on the part of 
the shipbuilding companies throughout the country to go forward 
and build ships, and we are encouraging them all we can. 

Senator Ransdell.. May I ask if those ships will remain under 
the American flag, the ones you were just speaMng about? 

Mr. Payne. Yes; all of those. When I say all of those, I mean 
all of those that I have mentioned here. But we make no limitation 
for a shipbuilding corporation; if a shipbuilding corporation wants 
to build ships for foreign account, we help them all we can. 

Senator Ransdeix. Just as you would help a man selling any 
manufactured article he has to sell ? 

Mr. Payne. Yes. 

Senator Simmons. Judge, do you think the willingness of these 
shipbuilders to build ships under the conditions you have just out- 
lined indicates a disposition and willingness to build ships where 
it is an original proposition, or where they get no bonus, or no bene- 
fits, and must build at the present cost of construction ? 

Mr. Payne. Senator, there is a shipyard which you may not have 
heard of at Wilmington, N. C. 

Senator Simmons. I have heard of it. 

Mr. Payne. We had there canceled four ships. And I had a 
very distinguished delegation call upon me from Wilmington, urg- 
ing that we rescind that cancellation order, because the public had 
contributed toward the building of that shipyard and to cut off 
those four ships would close that program a year, approximately, 
in advance of what it would have been if we had gone forward. 
I was able to make a contract with the George A. Fuller Co. by 
which they are to build those four ships, and they indicate to me, 
and I am satisfied it will be a fact, that they will continue a ship- 
building plant at Wilmington. 
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Senator EANSDEUCi. They are tied up now, and you are going 
ahead and getting data in regaid to the reconditioning as rapidly 
as you can? 

Mr. Payne. Yes ; but, naturally, we are not making any contracts. 

Senator Ransdeu.. But it takes a gi-eat deal of information pre- 
liminary to the contracts, does it not? 

Mr. Patnb. Yes; but I do not want you to get the idea it is not 
a matter of great moment. It is. 

Senator Nelson. I understand you let your contract for recon- 
ditioning to the Navy, and you have had estimates made by five or 
six yards on what it would cost? 

Mr. Payne. Yes. , 

Senator Nelson. And based upon the estimates you have received 
in those cases, you have made the estimates yourself on the other 
vessels? 

Mr. Payne. Our people have done that, sir. 

Senator Nelson. I mean, your board. 

Mr. Payne. That is right. 

Senator Fletcher. Let me ask you this question right "there. How 
long have these vessels been idle? 

Mr. Payne. Well, they have been coming to us from time to time, 
but beginning, I should say, as much as four months ago. The 
Moccasin we have already conditioned and have her in the service, 
and the others, where we have let any contracts, are going ahead. 

Senator Fletcher. Do you remember how long it took with the 
Moccasin ? 

Mr. Payne. No; I do not. That was a small ship. 

Senator Simmons. I wanted to ask you. Judge Payne, if the Gov- 
ernment should sell all the ships it now owns and go out of the ship- 
ping business, do you think there will be any further, and if any 
lurther, to what extent there would be further shipbuilding in the 
near future in this country? 

Mr. Payne. Senator, it has been very interesting to consider that 
question in this aspect — indeed, I have asked to nave a statement 
prepared which I had intended to give out to the press this after- 
noon — ^but, acting, as we supposed, under the policy of the Congress 
of limiting this program to the necessities, we canceled orders for 
large numbers oi ships. After I came to the board we canceled 207 
cargo ships and a number of tugs. Now we have been making con- 
tracts with several of those shipbuilding companies by which they 
go forward and build the canceled ships for their own account. 

Yesterday the Toledo Shipbuilding Co. was before us. We had 
canceled three of their ships. They had cancellation claims amount- 
ing to $560,000 in one case and $120,000, or something like that, in 
the other case. We had made certain payments, $182,000 plus $36,- 
000 on account of the canceled, ships, and we had $161,000 worth of 
materials in the yard, representing steel fabricated for these can- 
celed ships. 

We made a settlement with them, they agreeing to go forward and 
build those ships, and we allowed them damages to the amount of 
$600,000. That is, they kept the money we have paid, they keep the 
materials we have bought, and we pay them, in addition to that, 
$187,000. 
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Senator Nelson. And the ships are to be theirs when they finish 
them? 

Mr. Payne. Their ships. We pay nothing further. 

I made a transaction the other day with the Terry Shipbuilding 
Co. There I think the number was five. We sold them those ships 
in their unfinished state. We allowed a reasonable sum, as it seemed 
to us, for cancellation damages. It would require $4,125,000 — esti- 
mated, of course — ^to finish the five ships. They go forward and finish 
those ships and buy them from us, and we get a net of $4,000,000 for 
the unfinished ships, after allowing them such depreciation and ex- 
penses as we deemed just; so that instead of adding to the Govern- 
ment a cost of $4,125,000 we got in, 25 per cent cash, the same terms 
I have indicated here, $4,000,000. 

Now, we are making trades of that sort right along, and we find 
a disposition on the part of the shipbuilders to make the trade. 
For instance, the Northwest Steel Co., of Portland, Oreg., had a 
contract with us to build a certain number of cargo ships. They 
had a claim for cancellation of $3,000,000. We make a trade by 
which they, instead of building those ships, take a contract to build 
10 tankers, to be sold to a ship company, and in that way we got rid of 
our $3,000,000 loss on cancellation charges, and we helped finance 
the building of the shipping, and take a mortgage on the ships for it. 

The only point of this is that there is a disposition on the part of 
the shipbuilding companies throughout the country to go forward 
and build ships, and we are encouraging them all we can. 

Senator Ransdell.. May I ask if those ships will remain under 
the American flag, the ones you were just spealang about? 

Mr. Payne. Yes; all of those. When I say all of those, I mean 
all of those that I have mentioned here. But we make no limitation 
for a shipbuilding corporation ; if a shipbuilding corporation wants 
to build ships for foreign account, we help them all we can. 

Senator Ransdell. Just as you would help a man selling any 
manufactured article he has to sell ? 

Mr. Payne. Yes. 

Senator Simmons. Judge, do you think the willingness of these 
shipbuilders to build ships under the conditions you have just out- 
lined indicates a disposition and willingness to build ships where 
it is an original proposition, or where they get no bonus, or no bene- 
fits, and must build at the present cost of construction ? 

Mr. Payne. Senator, there is a shipyard which you may not have 
heard of at Wilmington, N. C. 

Senator Simmons. I have heard of it. 

Mr. Payne. We had there canceled four ships. And I had a 
very distinguished delegation call upon me from Wilmington, urg- 
ing that we rescind that cancellation order, because the public had 
contributed toward the building of that shipyard and to cut off 
those four ships would close that program a year, approximately, 
in advance of what it would have been if we had gone forward. 
I was able to make a contract with the George A. Fuller Co. by 
which they are to build those four ships, and they indicate to me, 
and I am satisfied it will be a fact, that they will continue a ship- 
building plant at Wilmington. 
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Senator Eansdell. They are tied up now, and you are going 
ahead and getting data in regard to the reconditioning as rapidly 
as you can? 

Mr. Payne. Yes ; but, naturally, we are not making any contracts. 

Senator RANSDEUi. But it takes a gi'eat deal of information pre- 
liminary to the contracts, does it not ? 

Mr. Patne. Yes; but I do not want you to get the idea it is not 
a matter of great moment. It is. 

Senator Nelson. I understand you let your contract for recon- 
ditioning to the Navy, and you have had estimates made by five or 
six yards on what it would cost? 

Mr. Payne. Yes. , 

Senator Nelson. And based upon the estimates you have received 
in those cases, you have made the estimates yourself on the other 
vessels ? 

Mr. Payne. Our people have done that, sir. 

Senator Nelson. I mean, your board. 

Mr. Payne. That is right. 

Senator Fletcher. Let me ask you this question right "there. How 
long have these vessels been idlet 

Mr. Payne. Well, they have been coming to us from time to time, 
but beginning, I should say, as much as four months ago. The 
Moccasin we have already conditioned and have her in the service, 
and the others, where we have let any contracts, are going ahead. 

Senator Fletcher. Do you remember how long it took with the 
Moccasin f 

Mr. Payne. No; I do not. That was a small ship. 

Senator Simmons. I wanted to ask you. Judge Payne, if the Gov- 
ernment should sell all the ships it now owns and go out of the ship- 
ping business, do you think there will be any further, and if any 
lurther, to what extent there would be further shipbuilding in the 
near future in this country? 

Mr. Payne. Senator, it nas been very interesting to consider that 
question in this aspect — indeed, I have asked to nave a statement 
prepared which I had intended to give out to the press this after- 
noon — ^but, acting, as we supposed, under the policy of the Congress 
of limiting this program to the necessities, we canceled orders for 
large numbers oi ships. After I came to the board we canceled 207 
cargo ships and a number of tugs. Now we have been making con- 
tracts with several of those shipbuilding companies by which they 
go forward and build the canceled ships for their own account. 

Yesterday the Toledo Shipbuilding Co. was before us. We had 
canceled three of their ships. They had cancellation claims amount- 
ing to $560,000 in one case and $120,000, or something like that, in 
the other case. We had made certain payments, $182,000 plus $36,- 
000 on account of the canceled, ships, and we had $161,000 worth of 
materials in the yard, representing steel fabricated for these can- 
celed ships. 

We made a settlement with them, they agreeing to go forward and 
build those ships, and we allowed them damages to the amount of 
$600,000. That is, they kept the money we have paid, they keep the 
materials we have bought, and we pay them, in addition to that, 
$187,000. 
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Senator Nelson. And the ships are to be theirs when they finish 
them? 

Mr. Payne. Their ships. We pay nothing further. 

I made a transaction the other day with the Terry Shipbuilding 
Co. There I think the number was five. We sold them those ships 
in their unfinished state. We allowed a reasonable sum, as it seemed 
to us, for cancellation damages. It would require $4,125,000 — esti- 
mated, of course — ^to finish the five ships. They go forward and finish 
those ships and buy them from us, and we get a net of $4,000,000 for 
the unfinished ships, after allowing them such depreciation and ex- 
penses as we deemed just; so that instead of adding to the Govern- 
ment a cost of $4,125,000 we got in, 25 per cent cash, the same terms 
I have indicated here, $4,000,000. 

Now, we are making trades of that sort right along, and we find 
a disposition on the part of the shipbuilders to make the trade. 
For instance, the Northwest Steel Co., of Portland, Oreg., had a 
contract with us to build a certain number of cargo ships. They 
had a claim for cancellation of $3,000,000. We make a trade by 
which they, instead of building those ships, take a contract to build 
10 tankers, to be sold to a ship company, and in that way we got rid of 
our $3,000,000 loss on cancellation charges, and we helped finance 
the building of the shipping, and take a mortgage on the ships for it. 

The only point of this is that there is a disposition on the part of 
the shipbuilding companies throughout the country to go forward 
and build ships, and we are encouraging them all we can. 

Senator Ransdelu May I ask if those ships will remain under 
the American flag, the ones you were just spealang about? 

Mr. Payne. Yes; all of those. When I say all of those, I mean 
all of those that I have mentioned here. But we make no limitation 
for a shipbuilding corporation ; if a shipbuilding corporation wants 
to build ships for foreign account, we help them all we can. 

Senator Ransdell. Just as you would help a man selling any 
manufactured article he has to sell ? 

Mr. Patne. Yes. 

Senator Simmons. Judge, do you think the willingness of these 
shipbuilders to build ships under the conditions you have just out- 
lined indicates a disposition and willingness to build ships where 
it is an original proposition, or where they get no bonus, or no bene- 
fits, and must build at the present c^st of construction? 

Mr. Payne. Senator, there is a shipyard which you may not have 
heard of at Wilmington, N. C. 

Senator Simmons. I have heard of it. 

Mr. Payne. We had there canceled four ships. And I had a 
very distinguished delegation call upon me from Wilmington, urg- 
ing that we rescind that cancellation order, because the public had 
contributed toward the building of that shipyard and to cut off 
those four ships would close that program a year, approximately, 
in advance of what it would have been if we had gone forward. 
I was able to make a contract with the George A. Fuller Co. by 
which they are to build those four ships, and they indicate to me, 
and I am satisfied it will be a fact, that they will continue a ship- 
building plant at Wilmington. 
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Senator Eansdell. They are tied up now, and you are going 
ahead and getting data in regard to the reconditioning as rapidly 
as you can? 

Mr. Payne. Yes ; but, naturally, we are not making any contracts. 

Senator RANSDEUi. But it takes a gi'eat deal of information pre- 
liminary to the contracts, does it not? 

Mr. Patne. Yes; but I do not want you to get the idea it is not 
a matter of great moment. It is. 

Senator Nelson. I understand you let your contract for recon- 
ditioning to the Navy, and you have had estimates made by five or 
six yards on what it would cost? 

Mr. Patne. Yes. , 

Senator Nelson. And based upon the estimates you have received 
in those cases, you have made the estimates yourself on the other 
vessels? 

Mr. Payne. Our people have done that, sir. 

Senator Nelson. I mean, your board. 

Mr. Payne. That is right. 

Senator Fletcher. Let me ask you this question right "there. How 
long have these vessels been idle? 

Mr. Payne. Well, they have been coming to us from time to time, 
but beginning, I should say, as much as four months ago. The 
Moccasin we have already conditioned and have her in the service, 
and the others, where we have let any contracts, are going ahead. 

Senator Fletcher, Do you remember how long it took with the 
Moccasin? 

Mr. Payne. No; I do not. That was a small ship. 

Senator Simmons. I wanted to ask you. Judge Payne, if the Gov- 
ernment should sell all the ships it now owns and go out of the ship- 
ping business, do you think there will be any further, and if any 
lurther, to what extent there would be further shipbuilding in the 
near future in this country? 

Mr. Payne. Senator, it nas been very interesting to consider that 
question in this aspect — indeed, I have asked to liave a statement 
prepared which I had intended to give out to the press this after- 
noon — ^but, acting, as we supposed, under the policy of the Congress 
of limiting this program to the necessities, we canceled orders for 
large numbers oi ships. After I came to the board we canceled 207 
cargo ships and a number of tugs. Now we have been making con- 
tracts with several of those shipbuilding companies by which they 
go forward and build the canceled ships for their own account. 

Yesterday the Toledo Shipbuilding Co. was before us. We had 
canceled three of their ships. They had cancellation claims amount- 
ing to $560,000 in one case and $120,000, or something like that, in 
the other case. We had made certain payments, $182,000 plus $36,- 
000 on account of the canceled, ships, and we had $161,000 worth of 
materials in the yard, representing steel fabricated for these can- 
celed ships. 

We made a settlement with them, they agreeing to go forward and 
build those ships, and we allowed them damages to the amount of 
$600,000. That is, they kept the money we have paid, they keep the 
materials we have bought, and we pay them, in addition to that, 
$187,000. 
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Senator Nelson. And the ships are to be theirs when they finish 
them? 

Mr. Payne. Their ships. We pay nothing further. 

I made a transaction the other dav with the Terry Shipbuilding 
Co. There I think the number was five. We sold them those ships 
in their unfinished state. We allowed a reasonable sum, as it seemed 
to us, for cancellation damages. It would require $4,125,000 — esti- 
mated, of course — ^to finish the five ships. They go forward and finish 
those ships and buy them from us, and we get a net of $4,000,000 for 
the unfinished ships, after allowing them such depreciation and ex- 
penses as we deemed just; so that instead of adding to the Govern- 
ment a cost of $4,125,000 we got in, 25 per cent cash, the same terms 
I have indicated here, $4,000,000. 

Now, we are making trades of that sort right along, and we find 
a disposition on the part of the shipbuilders to make the trade. 
For instance, the Northwest Steel Co., of Portland, Oreg., had a 
contract with us to build a certain number of cargo ships. They 
had a claim for cancellation of $3,000,000. We make a trade by 
which they, instead of building those ships, take a contract to build 
10 tankers, to be sold to a ship company, and in that way we got rid of 
our $3,000,000 loss on cancellation charges, and we helped finance 
the building of the shipping, and take a mortgage on the ships for it. 

The only point of this is that there is a disposition on the part of 
the shipbuilding companies throughout the country to go forward 
and build ships, and we are encouraging them all we can. 

Senator Ransdell. May I ask if those ships will remain under 
the American flag, the ones you were just speakmg about? 

Mr. Payne. Yes; all of those. When I say all of those, I mean 
all of those that I have mentioned here. But we make no limitation 
for a shipbuilding corporation; if a shipbuilding corporation wants 
to build ships for foreign account, we help them all we can. 

Senator Ransdell. Just as you would help a man selling any 
manufactured article he has to sell ? 

Mr. Payne. Yes. 

Senator Simmons. Judge, do you think the willingness of these 
shipbuilders to build ships under the conditions you have just out- 
lined indicates a disposition and willingness to build ships where 
it is an original proposition, or where they get no bonus, or no bene- 
fits, and must build at the present cost of construction ? 

Mr. Payne. Senator, there is a shipyard which you may not have 
heard of at Wilmington, N. C. 

Senator Simmons. I have heard of it. 

Mr. Payne. We had there canceled four ships. And I had a 
very distinguished delegation call upon me from Wilmington, urg- 
ing that we rescind that cancellation order, because the public had 
contributed toward the building of that shipyard and to cut off 
those four ships would close that program a year, approximately, 
in advance of what it would have been if we had gone forward. 
I was able to make a contract with the George A. Fuller Co. by 
which they are to build those four ships, and they indicate to me, 
and I am satisfied it will be a fact, that they will continue a ship- 
building plant at Wilmington. 
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Senator Hansdell. They are tied up now, and you are going 
ahead and getting data in regard to the reconditioning as rapidly 
as you can ? 

Mr. Patne. Yes ; but, naturally, we are not making any contracts. 

Senator RANSOEUi. But it takes a great deal of information pre- 
liminary to the contracts, does it not ? 

Mr. Patne. Yes; but I do not want you to get the idea it is not 
a matter of great moment. It is. 

Senator Nelson. I understand you let your contract for recon- 
ditioning to the Navy, and you have had estimates made by five or 
six yards on what it would cost ? 

Mr. Patne. Yes. , 

Senator Nelson. And based upon the estimates you have received 
in those cases, you have made the estimates yourself on the other 
vessels ? 

Mr. Patne. Our people have done that, sir. 

Senator Nelson. I mean, your board. 

Mr. Patne. That is right. 

Senator Fletcher. Let me ask you this question right "there. How 
long have these vessels been idle J 

Mr. Patne. Well, they have been coming to us from time to time, 
but beginning, I should say, as much as four months ago. The 
Moccasin we nave already conditioned and have her in the service, 
and the others, where we have let any contracts, are going ahead. 

Senator Fletcher. Do you remember how long it took with the 
Moccasin f 

Mr. Patne. No; I do not. That was a small ship. 

Senator Simmons. I wanted to ask you, Judge Payne, if the Gov- 
ernment should sell all the ships it now owns and go out of the ship- 
ping business, do you think there will be any further, and if any 
lurther, to what extent there would be further shipbuilding in the 
near future in this country? 

Mr. Patne. Senator, it has been very interesting to consider that 
question in this aspect — indeed, I have asked to liave a statement 
prepared which I had intended to give out to the press this after- 
noon — ^but, acting, as we supposed, under the policy of the Congress 
of limiting this program to the necessities, we canceled orders for 
large numbers oi ships. After I came to the board we canceled 207 
cargo ships and a number of tugs. Now we have been making con- 
tracts with several of those shipbuilding companies by which they 
go forward and build the canceled ships for their own account- 
Yesterday the Toledo Shipbuilding Co. was before us. We had 
canceled three of their ships. They had cancellation claims amount- 
ing to $560,000 in one case and $120,000, or something like that, in 
the other case. We had made certain payments, $182,000 plus $36,- 
000 on account of the canceled, ships, and we had $161,000 worth of 
materials in the yard, representing steel fabricated for these can- 
celed ships. 

. We made a settlement with them, they agreeing to go forward and 
build those ships, and we allowed them damages to the amount of 
$600,000. That is, they kept the money we have paid, they keep the 
materials we have bought, and we pay them, in addition to that, 
$187,000. 
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Senator Nelson. And the ships are to be theirs when they finish 
them? 

Mr. Payne. Their ships. We pay nothing further. 

I made a transaction the other dav with the Terry Shipbuilding 
Co. There I think the number was five. We sold them those ships 
in their unfinished state. We allowed a reasonable sum, as it seemed 
to us, for cancellation damages. It would require $4,125,000 — esti- 
mated, of course — to finish the five ships. They go forward and finish 
those ships and buy them from us, and we get a net of $4,000,000 for 
the unfinished ships, after allowing them such depreciation and ex- 
penses as we deemed just; so that instead of adding to the Govern- 
ment a cost of $4,125,000 we got in, 25 per cent cash, the same terms 
I have indicated here, $4,000,000. 

Now, we are making trades of that sort right along, and we find 
a disposition on the part of the shipbuilders to make the trade. 
For instance, the Northwest Steel Co., of Portland, Oreg., had a 
contract with us to build a certain number of cargo ships. They 
had a claim for cancellation of $3,000,000. We make a trade by 
which they, instead of building those ships, take a contract to build 
10 tankers, to be sold to a ship company, and in that way we got rid of 
our $3,000,000 loss on cancellation charges, and we helped finance 
the building of the shipping, and take a mortgage on the ships for it. 

The only point of this is that there is a disposition on the part of 
the shipbuilding companies throughout the country to go forward 
and build ships, and we are encouraging them all we can. 

Senator Ransdelu May I ask if those shi^s will remain under 
the American flag, the ones you were just speaking about? 

Mr. Payne. Yes; all of those. When I say all of those, I mean 
all of those that I have mentioned here. But we make no limitation 
for a shipbuilding corporation; if a shipbuilding corporation wants 
to build ships for foreign account, we help them all we can. 

Senator Ransdem.. Just as you would help a man selling any 
t" manufactured article he has to sell? 

Mr. Payne. Yes. 
fe: Senator Simmons. Judge, do you think the willingness of these 
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fits, and must build at the present cost of construction ? 

Mr. Payne. Senator, there is a shipyard which you may not have 
heard of at Wilmington, N. C. 

Senator Simmons. I have heard of it. 

Mr. Payne. We had there canceled four ships. And I had a 
very distinguished delegation call upon me from Wilmington, urg- 
ing that we rescind that cancellation order, because the public had 
contributed toward the building of that shipyard and to cut off 
those four ships would close that program a year, approximately, 
in advance of what it would have been if we had gone forward. 
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Senator Simmons.' But in this case, as in the other cases that you 
instanced a little while ago, the GoVfernment made very large con- 
cessions, and when those ships are finished they will have cost th^m 
much less than it would have cost them to build a new ship on the 
ways, and does the mere fact that they were willing to do this indi- 
cate a disposition in this country to go on building ships, and estab- 
lish a building program, if the Government were to go out of the 
shipbuilding business ? 

Mr. Patnb. That calls for a twofold answer. First, we did not 
allow them any more nor, indeed, nearly as much, as it would cost 
us in money to pay their cancellation damages, so that they would 
be entitled to get from us the amount which we allowed them in 
money and materials, in money settlement of their claims. 

Second, in the Wilmington case, all of the information which came 
to me in the negotiations — ^and I conducted those negotiations my- 
self — satisfied me that they intended to remain in the shipbuilding 
business and take contracts for building ships, and I think that is 
true in almost all of the cases. 

Senator Simmons. Well, my understanding is, when the Shipping 
Board have finished the ships they are now engaged in constructing, 
or have under contemplation of construction, we will have a tonnage 
of something near 10,000,000 tons, is that correct? 

Mr. Patnb. I can not carry those figures in my mind. I should 
say, including all forms of shipping, we have more than that. 

Senator Simmons. Well, in your judgment, would that be anything 
like an adequate — ^would that tonnage be anything like adequate 
tonnage for an American merchant marine ? 

Mr. Payne. Your colleague over there indicated I did not know 
much about shipping. He is perfectly right. I do not know. 

Senator Simmons. You know enough to give me a very valuable 
suggestion. 

Mr. Payne. I should say no, Senator ; that this coimtry will absorb 
a good deal more than that. 

Senator Simmons. I had been under the impression it would prob- 
ably absorb half as much again more. 

Mr. Payne. Well, I should say a good deal more. 

The Chairman. Senator Simmons, I do not want to interfere, but 
it was understood that Judge Payne was just coming down here on 
the question of the German ships, and that the Shipping Board 
would prefer going into the general situation after the private parties 
had appeared, and that has been the program on which the com- 
mittee has been working. We expect them to come in later and go 
over all these matters. 

Senator Simmons. Well, I do not want to press that, but I do want 
to make this clear 

The Chairman. I do not want to interfere; I just wanted you to 
know that was the program. 

Senator Simmons. The question is if we shall sell these ships and 
go out of the shipping business, how we will ever secure an adequate 
merchant marine in this country. 

The Chairman. Well, that is a thing, of course, the committee 
proposes to take up fully. 
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Senator Simmons. A^id I wanted to know the^ judge^s views with 
reference to that; if we sold oflTall of these ships to private indi- 
viduals, whether, through that agency, we would ever be able to get 
an adequate merchant marine. 

The Chairman. Well, we expected to go over that with him fully 
when he comes here again. 

Senator Simmons. Well, that was the question. 

The Chairman. Is there anv other question with reference to the 
<jerman ship proposition ? If not, it has been suggested by Senator 
Pletcher that we nold a short executive session. 

(Whereupon, the committee went into executive session.) 
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WEDNESDAY, FEBRITABY 18, 1920. 

United States Senate, 
Committee on Commerce, 

Washington^ D. C. 

The committee met pursuant to adjournment at 10.30 o'clock a. m. 
in the committee, Capitol, Senator Wesley L. Jones presiding. 

Present: Senators Jones (chairman), Nelson, Sherman, Femald, 
Calder, Colt, McNary, Ball, Fletcher, Chamberlain, Ransdell, Shep- 
pard, Kirby, and Dial. 

The Chairman. The committee will come to order. 

The committee is called this morning to hear Judge Payne with 
reference to the proposed sale of the German ships. 

STATEMENT OF JOHN BAETON PA7NE, CHAIEHAN OF THE 

UNITED STATES SHIPPINa BOABD. 

The Chairman. Judge, we will just let you report in your own 
way the proceedings that you have had and the situation with ref- 
erence to the disposal of these ships. 

Mr. Payne. Mr. Chairman, may I make a little formal statement 
before I go to the details? 

The Chairman. Yes. 

Mr. Payne. Mr. Chairman and members of the Commerce Com- 
mittee, following the policy expressed in existing legislation and 
orders of the President, it has been the policy of the board to sell 
the ships to American citizens for private operation under the 
American flag and in this way to encourage the creation of a mer- 
chant marine. Acting under this policy, we have sold 188 ships of 
the value of $93,545,947.83, including 18 ex-German cargo ships 
taken over under the same joint resolution as these passenger ships. 

The reason we have sold only cargo ships is because these pas- 
senger ships were used by the War Department in troop movement. 
The policy, however, of establishing a merchant marine under pri- 
vate ownership applies equally to passenger and cargo ships. 

Does the Congress desire to change this policy to the public 
ownership of ships ? 

If so, these ships should not be sold. Congress should direct the 
Shipping Board to expend the necessary money to convert the ships 
from troop to passenger ships, estimated at about $75,000,000, and 
pay such additional cost as may be involved. 

It should be understood that the ships, whether owned by the 
Government or by private capij^al, must in either case be operated 
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by the shipping companies which are now bidding for the ships. 
The Government has no adequate organization for the direct opera- 
tion of ships. 

If the Government continues to be the owner, it must pay the 
operators a fixed fee and a commission upon receipts and take 
whatever profits remain, or if no profit remains, must bear all 
losses. In this case the operator will have no investment in the 
ships, and all the risk of loss is the Government's. 

Price: The joint resolution of Congress under which the ships 
were taken over provided for the appointment of a naval board to 
appraise the value of the ships. This appraisement was made, and 
the prices at which we can now sell the ships substantially exceeds 
the prices fixed by this board. 

Market : Limiting the use of the ships to American citizens under 
the American flag limits the market to our own people, and there 
is now an active demand for ships. Passenger ships are scarce and 
building prices are high. These conditions may change, prices 
drop, and the value of the ships be correspondingly lessened. It is 
our conviction, therefore, that there will not come a time when 
more may be obtained for ships than now. 

If we proceed to recondition the ships, making them fit for pas- 
senger use, it will take from 6 to 12 months to put them into serv- 
ice. What the rate situation may be then, we can not foresee. Our 
conviction is that if we expend the approximate sum of $75,000,000 
for reconditioning, we will not hereafter be able to sell the ships 
for the cost of reconditioning plus the price at which we can now 
sell them. 

We submit, therefore, that unless the Congress desires to change 
the policy in favor of public ownership as against private ownership^ 
the board should proceed to negotiate and, having obtained the 
highest possible price, sell the ships. 

Accordingly, the board submits the following resolution as its 
recommendation : 

Februaby 17, 1920. 

Resolved, That with the report submitting the bids to the Senate and House 
committees, the board states that it proposes to talce the following action: 

The board believes that, in view of the uncertainty as to whether the sales 
of the ex-German ships would actually be made, the bids received are much 
less than can be obtained by further negotiations. 

Resolved, That the bids received on the 20th of January in response to the 
advertisements for sealed bids, and those received at the public auction held 
on the 16th and 17th instant be, and the same are hereby rejected, and that 
the checks of the bidders be returned. 

Resolved furthr, That the sales division be, and it is hereby, instructed ta 
negotiate further for the sale of the said ex-German passenger ships on the 
terms heretofore announced in the original advertisement: That is, 

(a) That they be sold only to American firms, corporations, or persons for 
use under the American flag. 

(6) And ofl!ered with reference to the routes or services established by the 
board; and that each negotiation, when the highest price possible is reached^ 
be reported to the board for its action. 

Now, biefly, Mr. Chairman, in December we gave out a statement 
that the board had under consideration the sale of these ships. That 
was for the purpose of exiciting the market. Here is what we said : 

December 26. The board has under consideration the sale of the ex-German 
passenger ships, all classes and sizes, and would be glad to receive proposals 
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and suggestions from persons, firms, or corporations, with the stipulation that 
the ships shall be run under the American flag. Proposals to indicate the line 
or service in which the ships are to be operated. 

On the 2d or 3d of January we sent out a formal advertisement 
giving the terms, and so forth. That we mailed to 1,200 ship oper- 
ators, chambers of commerce throughout the entire United States, 
and all persons who at any time have written in with reference to 
ships in any form. We keep a list. That list compris.ed 1,200 per- 
sons. In addition to that we mailed that advertisement to the 750 
newspaper organizations, such as the United Press, the Associated 
Press, and to all forms of press organizations, and the leading news- 
papers of the United States, to-wit, that on the 20th of January we 
would receive sealed bids for the purchase of these ships. 

On the 20th of January the bids were opened. Now, whether you 
want me to go into details about this or not you will just indicate. I 
will make a brief picture of it. The board did not think that the 
bids were high enough. We discussed the matter and decided to 
take no formal action with respect to a rejection or acceptance of the 
bids. Let me say this here. We had not decided as a question of 
public policy whether we should try to sell the ships. Our purpose 
in sending out this advertisement was really to see whether we could 
get an adequate price for the ships, so that we would be in a position 
to reach a conclusion as to whether we ought to sell. 

When these bids came in the board discussed it for one afternoon. 
We thought we had not quite all the information. That was 
Wednesday. We adjourned until the following Monday. In the 
meantime we got in the information we were already preparing — 
that is, the cost of reconditioning the ships, that cost of reproducm^ 
the ships, the value of the ships, on the reproduction cost, depreci- 
ated at the rate of 5 per cent a year for age, and so forth. 

When that came in by the following Monday we passed a resolu- 
tion which brought on this auction. The effect of it was that we 
would invite public bidding to ascertain the highest possible price 
we could obtain for the ships, subject to the action of the board as 
to each individual ship. Now, that has been widely published from 
that time to this. The controversy which has arisen, you all under- 
stand, and I have a summary here which gives the results with some 
accuracy, and I am going to say that if you want to go into details 
about bidding or figures, Conmiissioner Scott is here. Commissioner 
Scott since he came to the board has had charge of the sales organi- 
zation and the operating division and conducted this auction nim- 
self. I had to be absent, and he did it. 

Auction bids, 15 boats, excluding the Leviathan and 14 others, 
$20,400,000. 

The Chairman. Can you give us the aggregate tonnage of those 
15 boats? 

Mr. Payne. I am going to leave that for Commissioner Scott, if 
I may, Mr. Chairman. 

Senator Fernald. How many boats, Judge Payne? 

Mr. Payne. Fifteen boats, and that excluded 15, and in the ex- 
cluded list was the LeviatJum^ $20,400,000. 

Sealed bids received on the 20th of January for 21 boats, includ- 
ing the Leviathan^ $28,231,940. Navy valuation on 19 of these boats, 
including the Leviathan, $20,180,350. 
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The Chairman. Judge, could you tell us who constituted the Navy- 
Board? 

Mr. Patne. I could not, Mr. Chairman. I have the report. The 
funny thin^ about that was we got it first from an English 

Senator Nei^son. That board was appointed and acted sh(Hi>ly 
after we took them over? 

Mr. Patne. It was appointed under the resolution under which 
they were taken over. Our own valuation made by the experts, Mr. 
Frank S. Martin and Mr. (jardner, of New York, supposed to be the 
best in the country, for 20 of the vessels, including the Leviathan^ 
was $27,585,000. Now, the reason we give the picture, limiting it to 
15 or 20 or 19, as the case may be, both in the sealed bids received 
from the 20 as well as in the auction on the 16th, was that there 
were a number of individual vessels on which there was no bid, so 
that we have tried to get the fairest comparison we could. 

The Chairman. This $28,000,000 bid for 21 boats was not a bid 
by one person? 

Mr. Patne. Oh, no. 

The Chairman. But was the aggregate of the different bids for 
the different boats? 

Mr. Patne. We excluded the single bid of $28,000,000 for the 30 
boats and have not taken it into any calculation whatever. This 
bid of $28,381,940 on the 21 boats was made up of individual bids 
and the grouped bids of smaller numbers. 

Senator Nelson. Does that cover the same as the auction bids, the 
same ships? 

Mr. Patne. Not in every case. 

Now, I have a sheet here. I do not know how much of this detail 
you want. You should certainly get it from Commissioner Scott 
if vou want it at all, because he is 

Senator Kirbt. Mr. Chairman, before we proceed further, I do 
not see what we should want with this detail proposition. 

The Chairman. Well, we might want it if we are going to deter- 
mine the policy that we are going to pursue. 

Senator Kirby. I understand that has reference to the value of the 
ships and the bids on the ships and the possibility or probability 
of sale at a good price. It seems to me the thing we would want to 
find out is whether the Government can not operate these ships or 
get some man to operate them in place of hiring operators in all 
instances, and why the private owner can be expected to recondition 
these ships subject to Government action and put them into service. 

The Chairman. I think the details here would give us information 
upon which we could form our judgment as to whether or not the 
proposals are wise. 

Senator Kirby. If we want to accept this policy, you mean ? 

The Chairman. Yes. 

Senator Kirby. The board has already rejected this proposal. 

The Chairman. That is true, and yet the board is inclined to think, 
properly, that these are fair valuations, and see if we can not sell 
them better hereafter than we can now. 

Senator Kirby. I have no objection, but it does seem to me, how- 
ever 
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The Chairman. I think we should get the facts here, because the 
board has been attacked very severely and others have beep attacked 
for not jumping in and trying to stop the sale. 

Senator Kirby. I have no objection. 

The Chairman. I think we should have the facts. 

Mr. Payne. I would suggest, Mr. Chairman, that you leave this 
for Commissioner Scott. I have the papers here and I can read it 
off, if you wish. 

The Chairman. If he can give the details better than you can. 
Judge, we will leave that for him. 

Mr. Payne. Now, I think that concludes my general statement. 
The resolution which I read as the sense of the board we did not 
pass, because I thought, perhaps, we ought not to take any definite 
action before we submitted the matter here. But that represents 
the sense of the board. 

The Chairman. Is that the unanimous judgment of the board? 

Mr. Payne. Three to one. I think that covers it. 

The Chairman. Judge, it has been stated that these are really the 
best ships of their kind afloat to-day. What is your judgment re- 
garding that? 

Mr. Payne. I answer that question, if you please, witli great 
modesty, because my judgment is formed upon evidence, not my own 
knowledge. 

The Chairman. Yes ; I understand that. 

Mr. Payne. Our information is that these ships were in the docks 
from the beginning of the European war until we entered the war. 
They were very badly used. 

Senator Nelson. Let me put in one matter there. As a matter of 
fact, before we tgok them over the Germans had disabled the ships i 

Mr. Payne. Precisely. 

Senator Nelson. And we had to spend millions in putting them in 
shape so they could be operated? 

Mr. Payne. Precisely. 

The Chairman. Didn't we put them in good shape? 

Mr. Payne. We put them in such shape that they were run for 
troop service, and run very hard, so that our information now is 
that they are not in as ^ood shape as it is represented, but I do not 
want to disparage the ships, because we want to sell them. 

The Chairman. You want to sell them, or if Congress should 
adopt a different policy, you want to get them in good shape to 
operate them? 

Senator Fletcher. Do you remember what service they had, or 
what time they were operated ? 

Mr. Payne. No ; I could not tell you. Senator. They were operated 
as soon as they could be gotten into service, and, of course, that was 
done quite hastily. They were put in and operated continuously 
from that time until they were delivered back to us. 

Senator Nelson. My recollection is that they were mostly ships of 
the North German Lloyd and the Hamburg- American Line. 

Mr. Payne. Chiefly. I stated here the other day that our estimate 
of the cost of reconditioning was based upon the actual estimate of 
six ships. Here are six of the bids. 
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The Chairmai^. Bids for conditioning ? 

Mr. Payne. Reconditioning. The Aeolus^ $2,927,100, or $223.40 
I)er gross ton. 

The Chairman. Have you the tonnage there? Of course, we 
could figure that out. 

Mr. Payne. I have not got it on this ship. 

Senator Nelson. He gives the tonnage rate. 

Mr. Payne. I give the tonnage rate. 

The Chairman. We could figure out the tonnage, but I wanted to 
see if yoii had it on your statement. I wondered if you had it 
there ? 

Mr. Payne. No ; it is not on this statement. It is not given here. 

The Chairman. That would be at the rate of 

Mr. Payne. Two hundred and twenty-three dollars and forty 
•cents per gross ton. The Huron^ $1,119,093, or $178.77 per gross ton. 
The Susquehanna, $382,000, or $38.50 per gross ton. The CaUaOy 
$861,400, or $104.70 per gross ton. The Be Kalh, $3,815,100, or 
$433.60 per gross ton. 

Now, as to the De KaZb, it should be said that there was a fire 
on tYi^-De KcHh, so that her condition was worse by reason of the 
fire. 

The Chairman. That is practically a rebuilding of the ship? 

Mr. Payne. The Mocassin^ and that is the one we are now oper- 
titing in South America, and the cost was actual. That is, we paid 
it ; $530,000, or $123 per gross ton. 

Senator Kirby. That is the estimate for reconditioning? 

Mr. Payne. Partly the estimate and partly actual contract — ^no; 
not estimate at all on our part. These are the actual bida 

Senator Kirby. Is there any reason why a private ownership can 
recondition those ships at any more reasonable or lower rate than 
the Government can? 

Mr. Payne. I doubt it, if I am an expert on that subject. 

Senator McNary. Conditioning of the ships at private yards or 
at navy yards? 

Mr. Payne. The navy yards in competition with the private bid- 
ders; and one of our ships, at least, is being reconditioned in the 
i^avy yard. 

The Chairman. Isn't the navy bid simply an estimate? 

Mr. Payne. Yes ; we have to pay whatever it costs. 

Senator McNary. How many yards are in competition with that 
class of work, and how keen is the competition ? 

Mr. Payne. The situation with reference to the reconditioning of 
ships and the repairing of ships to-day in the American yards is 
such that the demand greatly exceeds the supply. The yards can 
not do the work that they are required to do, and we have a feeling 
that amounts to a conviction that they are charging us very high 
rates. 

Senator Fi^etcher. If you gave more time on the reconditioning 
of them, would you get better work? 

Mr. Payne. All of the bids. Senator, are definitely required to 
state amount and time within which the work will be done, so that 
when a bidder makes his bid he indicates tjie time, of course. ^ Our 
idea always is to get it done as promptly as we can, but the bid itself 
*""dicates the time. 
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Senator Fletcher. The board does not specify the time within 
which they are to be completed ? 

Mr. Payne. I think not. We consider that when the bid is sub- 
mitted in connection with the amount of the bid and determine from 
the time named by the respective bidders and the amount of their 
figures what is to the interest of the Government. 

Senator McNary. Has the Government facilities for recondition- 
ing vessels at Hog Island ? 

Mr. Payne. No. 

Senator McNary. Facilities outside of the Navv? 

Mr. Payne. No. 

Senator McNary. How many institutions are engaged in this char- 
acter of work? 

Mr. Payne. I would rather you would let Mr. Scott answer that. 
He is a shipping man. 

The Chairman. Each bidder makes it an attempt on his bid to des- 
ignate the time within which he would do the work ? 

Mr. Payne. Yes, Senator. 

The Chairman. These ships, as I understand it, would be espe- 
cially suitable for routes to South America or across the Pacific — 
that is, in the passenger service. Of course, they would be suitable 
for the Atlantic, too ? 

Mr. Payne. That depends. We have considered the different ships 
and allocated them tentatively to the routes vhere they fit the best. 
For instance, the Leviathan can only be operated in one route, but 
with the others it is a matter of judgment' largely. 

The Chairman. If you were to sell these ships to private parties 
v^ith the proposal to put them in a certain route, how could you 
insure the maintenance of those ships in that route, if you could at 
all? 

Mr. Payne. I do not think we could, finally and conclusively. I 
think much of that would depend upon the integrity of the shipping 
company. You, of course, know that a shipping company has its 
plans ; it establishes its routes. Take, for instance, the English lines, 
the old German lines ; they had verj^ definite and established routes ; 
and our people must do the same thing, so that when they buy these 
ships they buy them with respect to the particular route, and as 
long as they operate their business without failure they would be 
operated in that route. 

The Chairman. But, of course, if they were run at a loss, then 
you would have no way of keeping them in it? 

Mr. Payne. The only way for that would be for the Government 
to make them some form of guaranty and guarantee them against 
loss. Then we could require them to be maintained in the route and 
pay the loss, if there was one. But if they operate these ships as a 
commercial proposition, I do not think there is any way finally and 
definitely to control that situation. 

Senator Ransdell. Judge, what opportunity would we have, if 
you sell the ships to private companies, that they would remain 
permanently under the American flag? 

Mr. Payne. The guaranty of the laws of the United States. No 
ship can pass from the American flag to any foreign flag without 
an affirmative vote of the Shipping Board. 
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Senator Ransdei4L. That would apply to these as well as the other 
ships ? 

Mr. Payne. All ships, yes, sir. 

Senator Ransdell. And in addition to that law, was there any- 
thing placed in the bids themselves, or in the terms under which 
you were selling the ships? 

Mr. Payne. Yes, Senator. 

Senator RANSDEUi. So that under the terms of the sale itself they 
would agree to keep the ships under the American flag? 

Mr. Payne. That is the effect of it. That was in the advertise- 
ment. 

Senator Fernaw). Judge Payne, I note in the estimate on recon- 
ditioning you used the term gross weight instead of dead-weight,, 
as has often been used before the committee. Would it cost quite 
as much if you reckoned on dead-weight? 

Mr. Payne. In dealing with passenger ships, Senator, we can not 
base calculations on the dead-weight tonnage. That is only appli- 
cable to a cargo ship. The dead-weight of a passenger ship is small,, 
while the gross is. larger, and the building or reconditioning or any- 
thing of the sort which is done with reference to a passenger ship 
is based on the gross tonnage. 

Senator Fernaw). Always gross tonnage? 

Mr. Payne. Well, on the cargo ship, on the dead- weight tonnage. 

Senator CAiiOER. Judge Payne, Senator Ransdell asked you a mo- 
ment ago what safeguard could be put upon the security of cer- 
tainty of these ships staying under the American flag, and that 
brings up a question that is being made that one of the bidders, the 
International Mercantile Marine Co., is really a British corpoi-a- 
tion. Have you ever had reason to investigate that? 

Mr. Payne. Yes. Several months ago that charge was bruited 
about, and we wrote a letter to the International Mercantile Marine 
and stated that that charge had been made, and that we insisted 
that they should come before the board and submit their documents 
and let the board decide whether that was in effect a 100 per cent 
American company. Mr. Franklin came in and brought and filed 
with the board — I do not remember the list of documents — but 
documents covering the subject, and this is the fact which developed : 
The International Mercantile Marine is an American corporation, is 
oiRcered by Americans — I am not sure but what there is one English- 
man on the board — it is listed on the stock exchange in New York, 
and is entirely controlled by Americans. It owns at least two Brit- 
ish companies, which are subsidiary to the International. 

Those companies are officered — at least the directors are English — 
but they operate wholly from the English side. Our conclusion, 
therefore, was that there was no harm in an American company 
owning subsidiaries in Great Britain, and that the International 
Mercantile Marine Co. was a 100 per cent American company, and 
entitled to be regarded by the Shipping Board as such. 

Senator Fletcher. Was there at one time a considerable talk 
about the sale of the International Mercantile ships, with the indi- 
cation that perhaps the British were seeking to acquire those ships, 
and, as I remember, the board intervened, did it not. Judge ? What- 
ever became of that transaction? 
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Mr. Payne. I was not then with the board, Senator, but my in- 
formation is that no transaction was had. 

Senator Fmjtcher. Did they offer to sell to the United States ? 

Mr. Payne. They did, as I remember it. You must not regard 
me as qualified to answer that question with accuracy, because I did 
not participate in it. But my recollection is that they offered the 
ships to the United States. Certainly the Englishmen did not get 
them. 

Senator Fo:tcher. There was no sale made, I believe? 

The Chairman. As I understand, then, Judge, the International 
Mercantile Marine is an American company that does business jiot 
only in America but in other countries ? 

Mr. Payne. Yes, Senator. 

The Chairman. And especially in Great Britain. In other words, 
it is a company, an American company, acting and working on the 
same basis as a good many English companies that we complained 
about doing business in this country ? 

Mr. Payne. That is my understanding. 

The Chairman. The board made a pretty thorough investigation 
so as to ascertain its real character? 

Mr. Payne. Yes, sir ; and the documents are on file now with the 
board. 

The Chairman. Do you remember what it shows as to tlie owner- 
ship of stock, whether that was practically all American? 

Mr. Payne. Wholly American. 

The Chairman. WTiolly American? 

Mr. Payne. As I remember it. Commissioner Scott tells me that 
the subject came up during the bid on the 16th, and Mr. Franklin 
announced that less than 1 per cent of the entire stock of the Inter-^ 
national was owned by foreigners. Of course, it is on the Stock 
Exchange, and anybody can buy the stock. 

The Chairman. Now, Judge, as I understand it, the bids received 
from the so-called auction of these ships are less than the bids, the 
sealed bids? 

Mr. Payne. Yes, Senator; with an exception here and there, in- 
dividual ships. 

The Chairman. Yes; I mean in the aggregate. As I understand,, 
these bids, especially the sealed bids, they really exceed the valua- 
tion placed upon the ships by the Navy Board and also by your 
appraisers ? 

Mr. Payne. No, Senator. They substantially exceed the valuation 
placed on these ships by the Navy Board, but are less than the 
valuation placed by our experts. 

The Chairman. I have the figures here with your valuation on 
20 boats, that it was $27,585,000, and that the bid on 21 boats— that 
is one more — ^was a little over $28,000,000. Now, if that is correct^ 
the bids were substantially at any rate equal to your valuation? 

Senator Nelson. You did not give us your aggregate valuation,, 
if I recall it right? 

The Chairman. Yes; $27,585,000 on 20 boats. These are all ex- 
cluding the Leviathan. 

Senator Fletcher.' Do you remember the tonnage of the De Kalhf 

Mr. Payne. Senator, I have not the tonnage of any. 
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Senator Fletcher. What is the tonnage of the De Kathf I can 
not understand reconditioning that boat at a cost of $3,000,000. 

Mr. Payne. Oh, Senator, that is explained because we had a fire 
in her. 

Senator Fletcher. You had a fire in her, I know. But the cost 
^eems to be terrific, if there is anything left of the boat at all ; I do 
not see any use reconditioning her. She could be built new almost 
for $433 a ton. 

Senator Eansdell. I might interject there that Mr. Homer L. 
Ferguson appeared before the board two or three days ago and 
testified with respect to the cost of one of the boats of the Norfolk 
line, and said that a fire had taken place on that boat two or three 
<iays ago — not very long ago — and it cost as much to rebuild it as it 
would have cost to build her recently, so that might help you out 
in arriving at a conclusion. 

Senator Fletcher. I am curious to know what was left of the 
boat. 

Senator Ransdell. The hull was there, and he said it would cost 
as much to rebuild her, to put her in condition, as to rebuild it. I 
presume the increased cost would have a good deal to do with it. 

The Chairman. I understand it is your opinion, or the opinion of 
the majority of the board, that this is the best time to sell these 
ships, if we propose to sell them. 

Mr. Payne. Yes, Senator. 

The Chairman. And that if we do not propose to sell the ships, 
v\^e ought to recondition them as quickly as possible. 

Mr. Payne. Yes, Senator. 

The Chairman. So as to get them on the desired runs? 

Mr. Payne. That is our view. 

Senator Fletcher. I have the tonnage of the De Kalb that was 
given— gross tonnage, 8,790 gross tons. 

The Chairman. Nearly $400 a ton. 

Senator Fernald. What would be the average time that these boats 
could be reconditioned and put in proper shape ? Of course, it would 
take much longer for some of them than others, but the average time ? 

Mr. Payne. My estimate would be from six to eight months. 

Mr. Scott. Six to twelve months would probably cover that. 

Senator Fernald. Six to twelve months. 

Mr. Payne. But the average would be from six to something over. 

Senator Fernald. As a business man you apprehend that there 
will be quite a reduction in rates by that timje? 

Mr. Payne. Well, Senator, we are already beginning to feel it in 
our cargo ships. I sent to the chairman a letter the other day which 
liad been submitted to the board by our operating division, ana the net 
of it was that they recommend that we now tie up all of our wooden 
ships, because there is no adequate demand for their use, and we must, 
if we run them at all, run them at a heavy loss. Now, with that situ- 
ation staring us in the face, with the exchange situation in Europe, 
which is perhaps to a large extent responsible for it, we feel that all 
commercial matters will lay, and that it is bound to have an effect on 
every form of shipping rates. 

Senator Fletcher. Some time ago we passed a resolution calling 
on the board for a report on operations. Judge. When will that be 
available ? 
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Mr. Payne. 1 am hoping to have it, Senator, when we come here 
to make our showing to the committee. I can not be certain about it. 
The Chairman. Will not this situation you refer to, Judge, have a 
tendency of bringing the cost of reconditioning these ships down? 

Mr. Payne. As long as we have so much demand for repairs and 
a comparatively limited number of concerns doing those repairs, 
they seem to have rather the best of it. 

The Chairman. You think the prospects are that while these 
other things may come down, the cost of reconditioning will not? 

Mr. Payne. Unless more concerns go in the business. 

The Chairman. Assuming that the Government retained these 
ships, if it does not proceed at once to recondition them, they will 
have to be tied up, and the expense of looking after them, and the 
depreciation will be considerable. 

Mr. Payne. Yes ; the cost to us every day is about $12,000 in per- 
sonnel and dockage, to hold these ships. 

The Chairman. That is to hold all of them? 

Mr. Payne. Exactly. 

The Chairman. Not $12,000 on every ship ? 

Mr. Payne. Oh, no. Of course we have the crew down to the 
minimum, and find places for them as cheaply as we can, and our 
estimate is that it is costing us $12,000 a day. 

Senator Fletcer. There are some of the ships which can only be 
reconditioned in certain yards where they have the facilities and 
the water; but there are a good many of these smaller ships that 
could be distributed to the yards throughout the country. 

Mr. Payne. Yes; Senator. 

Senator Fletcher. I should think they would be very glad to bid 
on that. 

Mr. Payne. Oh, we went through the whole gamut, and as I said 
here the other dajr we found shipping people — ^I mean the men who 
do that work — quite ready to cooperate and help us. As a matter 
of fact, you know there never was such a job in the world in dealing 
with ships as this job of reconditioning these ships at one time; and 
whether we like it or not we can .not move without the assistance 
of the very people who are bidding on these ships. We have got 
to pay them salaries in order to help us supervise the reconditioning 
of these ships. It is physically impossible to do anything else, and 
the job is so monumental in its size that every facility in the country 
is taxed to its utmost. 

Senator Calder. Is it not a fact that a ship-repairing plant is a 
very different thing than a 'ship-building plant? 

Mr. Payne. Some of the plants have both. But it is a separate 
institution, as such, from the construction plant. That is why I 
had to answer a while ago, the Government has Hog Island, but we 
have no facilities there whatever for repairing or reconditioning^ 
ships. 

penator Calder. It would cost a great deal of money to put those 
things in? 

Mr. Payne. Oh, yes. We could not do it within the time, prob- 
ably, that would be required for it. 

Senator, Calder. And a great many of these new shipyards that 
have sprung up since the war began are not equipped to do that 
kind of thing? 
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Mr. Payne. No, sir. 

The Chairman. What showing, if any, has been mad,e to you hj 
the Navy Department as to its facilities for doing this recondi- 
tioning? 

Mr. Payne. That they are prepared to be of service to us, and 
working on one of our ships. 

The Chairman. What t mean, about how much could they do? 
Could they take on all of these snips? 

Mr. Payne. I should say not, Senator. 

The Chairman. They have not completed any ship yet, or recon- 
ditioned it? 

Mr. Payne. No. Who did the Moccasin^ Commissioner Scott, if 
you remember? 

Mr. Scxyrr. I do not think she was done by the Navy. 

Mr. Payne. She was not done in the Navy. 

Mr. Scott. She was not done in the Navy. They worked on one 
of our ships. I was trying to think who did the Maccasm^ but I do 
not remember. 

The Chairman. You have no data that shows what the actual cost 
of reconditioning any of these ships would be in the Navy, and you 
never can tell that until th ey get through? 

Mr. Payne. Precisely. We have omy the Navy^s own estimate, 
and, as I said, we awarded a contract to the Navy on the basis of 
the Navy's estimated cost, because that was less than the estimate 
submitted by the independent people. 

The Chairman. Well, now. Judge, you let the contract to the 
Navy. Does the Navy agree to do this reconditioning for a fixed 
sum?. 

Mr. Payne. It is just like everything else the Government does; 

The Chairman. That is what I want to bring out. Because we 
frequently see statements made about the Government agreeing to 
do this or do that for a certain sum, and I want to bring out, as a 
matter of fact, that you can not bind the Government to a thing 
for a specific sum. 

Mn Payne. That is always an estimate, and you take the Shipping 
Board, for instance, which lets a contract to the Navy Department 
to do a particular work, we have to pay the cost. 

The Chairman. Well, now, Judge, as I understand, this is the 
board's position now with reference to this matter, while you have 
not formally acted, you expect to reject all the bids that were sub- 
mitted the other day, both at the auction and on the field bids? 

Mr. Payne. Yes, Senator. I have a fe^ copies of our resolution. 

The Chairman. Of course, that will go on the record. 

Mr. Payne. The only reason we did not pass this resolution is be- 
cause we felt it was more courteous and more in line with your views 
than just to make a recommendation. 

The Chairman. I appreciate your position. Further, I under- 
stand it is the position of theT^oard under the law as it is now, that 
unless Congress indicates to the contrary, you will proceed to sell 
these ships if you can get what you consider an advantageously 
business proposal ? 

Mr. Payne. Yes, Senator. 

The Chairman. That is correct? 
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Mr. Payne. Yes, Senator ; that is correct. 

Now, I do not know how far you want me to refer to the law, as we 
understand it. 

The Chairman. Well, you referred to the orders of the President. 
I would like to know what those orders are? 

Mr. Payne. To answer that specific question, the President had 
made no order with reference to the sale of these particular ships. 
The resolution of the board which was passed — I do not remember the 
date — ^but providing that these ships were to be sold subject to the 
approval of the board, was submitted to the President and he ap- 
proved it. 

Now, a word as to the general policy as now announced in the law. 
Up to the act of 1916, called the shipping act, in section 11 it is pro- 
vided that no corporation in which the United States is a stock- 
holder, formed under the authority of this section, shall engage in 
the operation of any vessel, constructed, purchased, leased, or char- 
tered or transferred under the authority of this act, unless the board 
shall be unable after a bona fide effort to contract with any person 
or citizen of the United States for the purchase, lease, or charter of 
said vessel, under certain terms and conditions and they have been 
prescribed by the board; and then further on in the same section, 
having reference to all emergency fleet corporations which built our 
ships — at the expiration of 5 years from the conclusion of the present 
European war, the operation of the vessels on the part of any such 
corporation in which the United States is then a stockholder, shall 
cease, and the said corporation stand dissolved. Now, under the law 
my conclusion is first, that it gives a definite and distinct policy of 
the Congress that we shall not operate ships if we can sell them ; and 
certainly, that we may operate them if we can not sell them, for 5 
years, and then we must quit. 

Now, with reference to the German ships, they were taken over, 
as you know, by a joint resolution of Congress, passed on the 12th 
day of May, 1917. On the 15th of June following Congress passed 
the emergency shipping act, in which this provision is contained : 

Sec. 4. AU ships constructed, purchased, or requisitioned under the authority 
herein, or heretofore or hereafter acquired by the United States, shaU be 
managed, operated, and disposed of as the President may direct. 

Following that, on the 11th of Jul}^ the President issued his Exec- 
utive order, which adopted *the precise language almost of the act 
I have just read. "I further direct that the United States Ship- 
ping Board shall have and exercise all powers and authority vested 
m me in said section of said act" — the one I have just read — ^'in 
so far as applicable, and in furtherance of taking over title " — that 
was the word used in the joint resolution, title and possession — 
"take over the title, or by purchase or requisition of constructed 
vessels, or parts thereof, or charters therein, and the operation, 
management, and disposition of such vessels, and of all other vessels 
heretofore or hereafter acquired by the United States." 

Now, the act under which the President issued this Executive 
order provides in terms that his authority in the premises shall cease 
six months after the declaration of peace; so that this applies only 
as long as the present situation continues, but it falls in with the 
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policy expressed in the act of 1916, which is that we shall not operate 
the ships if we can sell them. 

The Chairman. Are thfere any other questions that you would like- 
to ask Judge Payne? 

Senator Fletcher. There will be no legal objection, will there^ 
or anything in the law prohibiting the President, within the time 
limit of six months after the declaration of peace, of disposing of 
those ships, or ships of the Government, by turning them over ta 
the United States Shipping Board ? 

Mr. Payne. No objection, Senator. Indeed, I think he has done 
it by this Executive order I have just read. 

The Chairman. Now, then, does the committee desire to go more 
into the details of the bids ? 

Senator Fernalj). It does not seem to be necessary to do that, Mr- 
Chairman. 

The Chairman. Mr. Scott is here, of course. It seems to me that 
it is largely a question of policy, and whether we want to interfere 
or not. 

Senator Fmjtcher. May I ask Judge Payne, Mr. Chairman, whether 
any effort has been made to charter or lease any of these vessels? 

Mr. Payne. No, Senator. It has been the policy of the board 
from the beginning, and there has been no change since I came ta 
the board, that we would not charter or lease the ships. I do not 
know what the arguments were; but I know that Commissioner 
Donald, and, I think, Commissioner Scott, who are both shipping 
men, feel that that is unwise; that if we should do that we would 
in effect suffer losses because the ships would not be so well provided 
for, but I do not know the arguments. In all of them the policy 
has been to allocate the ships and operate them to the best practical 
advantage; and I think I said the other day that we are now work- 
ing out a cost chart which we hope will very materially benefit 
the operation of our cargo ships, by which we will give a return on 
the net instead of on the gross receipts. 

Senator Fletcher. Would it not be advisable for the board to 
make an effort to charter or lease the ships? 

Mr. Payne. We think, Senator, if we did that we would not sell 
any ships at all. 

Senator Chamberlain. Why? 

Mr. Payne. What would be the use of buying the ship if a man 
could charter it and have it his own way ? 

Senator Chamberlain. You allocate the ships ^to individuals or 
companies, and they operate them really as the agents of the Gk)vern- 
ment? 

Mr. Payne. Precisely. 

Senator Chajmberlain. There has been a suggestion made here by^ 
some one — I do not remember who — ^that where a ship is allocated 
to a company which has a number of ships of its own it will put its 
own ships in a trade route where they will make money and put the 
Government ships allocated to them in doubtful lines where the 
probabilities of loss are the greatest. Is there any basis for that 
suggestion? 

Mr. Payne. That charge was repeatedly made to me, and I sent a 
letter to each one of the companies owning ships and operating our* 
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ships and required them to make a comparative showing, and my 
conclusion was — ^the board never took any l;ormal action, I think, 
about it — that the charge was not sustained. 

Senator Chamberlaik. I do not know that this charge was abso- 
lutely made here, but the sug'gestion was made by some one. 

Mr. Payne. It was made to me. 

Senator Chamberlain. So that you found that they were prac- 
tically using the allocated ships along the same lines as their own? 

Mr. Payne. That has been the case as far as we could find. 

Senator Chamberlain. And the policy was approximately the 
same on both lines ? 

Mr. Payne. They submitted to us the earnings ftom the individual 
ships in the same routes and the earnings from our ships, the turn- 
around, etc. 

Sens^tor Chamberlain. What has been the result of these allo- 
cated ships? Have they been operated at a profit to the Govern- 
ment? 

Mr. Payne. I think so. 

Senator Ransdell. It has been suggested to me, Judge Payne, 
that our law is tiot specific, not definite enough on the question of 
requiring the purchasers of ships of the board to maintain them 
permanently under the American flag, which, I take it, is the wish 
of all patriotic Americans. I would not ask you to give an absolute 
opinion on that unless you have studied it closely, but I would like 
to have your bare statement and that of the board counsel, and see 
whether or not, in the opinion of your counsel, the law is so plain 
and clear that there 'will be no way to get around it, because it has 
been suggested to nie by people in whose judgment I have a great 
deal of confidence that the law is incomplete and indefinite now, 
and if you sell this fleet to the private bidders at the present time 
that they could, if they so desired, turn them over to some other 
country. I do not intend to give an opinion on that. 

Mr. Stevens. I think I can give a statement on that. 

The Chairman. Mr. Raymond B. Stevens, a member of the Ship- 
ping Board. 

Mr. Stevens. If you want the ships to remain permanently under 
the American flag some additional legislation will be required; the 
present law states that during the time of war, or during the time 
of national emergency, declared by proclamation of the President, no 
ship may be transferred without the permission of the Shipping 
Board ; but if the war were over, and the President by proclamation 
declared that there was no longer an emergency in shipping, then you 
would not have to come to the Shipping Board to get permission. 

Senator Eansdell. Then, in your judgmtot, it requires additional 
legislation to make it certain that the ships must be kept per- 
manently under the American flag, unless the Shipping Board con- 
sents to their sale. You can sell, as I understand, m some particular 
case, and the board might be willing to sell a ship from time to 
time. 

Mr. Stevens. That is true. That legislation is necessary, unless 
the Senate is never going to act on the treaty, or we will not have 
a peace, or we will nave a President who will always say we have 
an emergency. 
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Senator Fljetcher. Mr. Stevens, let me ask you about this clause 
in the shipping act, section 9 : " Every vessel purchased, chartered, 
or leased from the board shall, unless otherwise authorized by the 
board, be operated only under such registry or enrollment and license. 
Such vessels while employed solely as merchant vessels shall be sub- 
ject to all laws, regulations, and liabilities governing merchant ves- 
sels, whether the United States be interested therein as owner, in 
whole or in part, or hold any mortgage, lien, or other interest therein. 
No such vessel, without the approval of the board, shall be trans- 
ferred to a foreign registry or flag, or sold ; nor, except under regu- 
lations prescribed by the board, be chartered or leased." 

Mr. Ste\t:ns. Well, that is the same question, whether the ships 
acquired under the emergency act, a special act, are also covered by 
the legislation 'tself a year before the emergency act. It may be 
that that would be held to cover all ships. It may be held that it 
would not cover ships acquired under a later and diflferent law. 

The Chairman. You gave as vour opinion a moment ago that it 
applied only to these American snips, and not to shipjjing generally. 

Mr. Stevens. It may be applied to the German ships. To makb 
it perfectly clear, no ships may be transferred without the permis- 
sion of the Shipping Board; and there should be in my judgment 
an amendment to the shipping act. 

The Chairman. I hope the Shipping Board will be able to sub- 
mit a recommendation to the committee on that. 

Mr. Payne. We will be glad to. 

Senator Chamberlain. I think the thing occurred when this act 
of 1916 was enacted, and I think it will be disclosed that the oppo- 
nents of Government ownership, or operation, had their views em- 
bodied in this bill, so that eventually the Government should go out 
of the shipping business, and I think that Judge Payne has prop- 
erly construed that law as carrying out the sense of Congress at 
the time the act was passed. 

The Chairman. I do not think there is any question about that. 

Senator Fletcher. It provides for five-year operation. 

Senator Chamberlain. I think there were men in Congress op- 
posed to operation at all, and I think that that was the proniise. 

Senator Sherman. Would you agree to hazard an opinion that 
under the American flag these ships can be opreated so as to be com- 
mercially profitable in the hands of private enterprise ? 

Mr. Payne. I should only say that I think the shipping men feel 
that they can operate them successfully. 

Senator Sherma:^^. And permanently? 

Mr. Payne. Yes. 

Senator Sherman. Without Government aid or subsidies or ad- 
vantages which would be equivalent in some direct or indirect way ? 

Mr. Payne. I think there is a general feeling among shipping 
men that there ought to be some change in the existing laws, but I 
just assumed Congress will make the adequate changes so that we 
can successfully compete with foreign shipping companies. 

Senator Sherman. And make that profitable? 

Mr. Payne. Yes. 

Senator Nelson. Judge, could you tell us how many ships under 
the control of the board are ready and are now idle and tied up and 
not in business ? 



SALE OF EX-GERMAN SHIPS. 45 

Mr. Payne. I could not, Senator. , 

The Chairman. You are referring to outside the German ships If 

Senator Nelson. I mean all the ships. How many idle ships there 
are ? 

Mr. Scott. I could not give you definite figures on that. 

Senator Nelson. I was told by a gentleman that there were some 
13 of them tied up in the Ganal Zone. 

The Chairman. I take it that the board will be prepared to give 
us that when they come before the committee, but we will find out 
just as much as we can about the proposition this morning. 

Senator Calder. Judge Payne, isn t the successful operation of 
these shij)s by private operators affected somewhat by tne enforce- 
ment of the prohibition law ? In other words, don't the private op- 
erators contend that they will have great difficulty i» making it com- 
mercially profitable if the prohibition law is enforced ? 

The Chairman. I should say that Judge Payne's opinion might 
and might not be considered more profitable than the opinion of 
some of the members of the committee on a proposition of that kind. 

Senator Calder. Judge Payne perhaps may have some knowledge 
of the views of the shipping men of the country on that question 
that perhaps the chairman has not. 

Thfe Chairman. I think some knowledge about that. Senator, will 
be disclosed a little bit later. I have a letter from Mr. Munson with 
reference to the Moccasin that does not exactly bear out the conten- 
tion that it sailed short of passengers simply because they could not 
sell liquor. 

Senator Ransdell. Do you mean Munson or Manson ? 

The Chairman. No; Munson. 

Senator Calder. I would like to have an answer from Judge Payne 
on that. I would like him to give his opinion on that. 

Mr. Patne. I have no objection. I think the shipping people feel 
that the Government will not discriminate against privately oper- 
ated American ships in favor of foreign-operated American ships on 
the subject of prohibition. The Treasury Department has already 
issued regulations regarding the operation of foreign ships, requir- 
ing that the liquor be sealed when they reach the three-mile limit, 
and it shall remain sealed during its entire presence within the juris- 
diction of this country. Now, if that, same regulation provides for 
the operation of American ships under the American flag, privately 
operated, why, there will be no discrimination. If, on the other 
hand, the American ship should come within the prohibition which 
I think applies to Government-operated ships, why, they would 
operate at a disadvantage, in my opinion. 

The Chairman. We could avoid any discrimination by not per- 
mitting any foreign ship to come into an American port except under 
the same condition as American ships come there, couldn't we. 
Judge ? 

Mr. Payne. I do not know whether we could do that or not. 

The Chairman. I rather think we could. It is my opinion that 
there are a great many people in this country that prefer to ride on 
a ship without liquor. I do not think there will be any trouble about 
taking care of that proposition. If there are no other questions to 
be asked Judge Payne, I think we can go on with the next witness. 
But, before you go, Judge, have you any objection to stating the 
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names of the members off the board who were in favor of the Govern- 
ment operating these sl^ips and continuing in the operation of them? 
I understood that there was a vote of three to one. 

Mr. Patne. There was a vote of three to one; Commissioner Don- 
ald, Commissioner Scott, and myself voted for the resolution, and 
Comissioner Stevens voted against it. 

The Chairman/ I wonder whether Commissioner Stevens would 
like to present hiffe views to the committee % 

Mr. Stevens. He would, Mr. Chairman. 

The Chaiman* I think it would be perfectl.y fair that he should 
do so. , 

Senator Nelson. Yes. 

STATEMENT OF RAYMOND B. STEVENS, COMMISSIONER OF THE 

UNITED STATES SHIPPING BOARD. 

Mr. Stevens. Mr. Chairman, I differ fundamentally from my 
fellow commissioners on the proper policy to be pursued in connec- 
tion with these German ships. 

The Chairman. You speak especially with reference to the Ger- 
man ships, of course? 

Mr. Stevens. Yes; just these German ships. And in place of the 
resolution which the board reported, and which it proposed to adopt, 
I offered this resolution : 

Resolved, That with the report submitting tlie bids to the Senate and House 
committees the board states that it proposes to take the following action: 

Resolved, That all bids received for the ex-Oerman passenger ships be re- 
jected on the jrround that they are entirely too inadequate, and that no further 
efforts be made to sell the same ; and further 

Resolved, That the Division of Operations be instructed to proceed at once 
with the reconditioning of these ships ; and 

Resolved further, Tliat the Division of Operations consider and report to 
the board plans for the operation of these sliips, either by or for the board. 

The Chairman. The board is unanimous on the proposition of 
rejecting the bids. 

Mr. Stevens. Yes. T was opposed to any fuiiher attempt to sell 
these boats because I was satisfied that there was no possibility of 
securing the fair value to the public for these boats at this time. 
Now, I want to state my position in general regarding sales of ships, 
and the position which I have understood the board to have taken 
in the past. We have not been opposed to sales. We have been in 
favor of sales wherever the public interests would be protected. 
There are three public phases that the board has always had in mind; 
one, that the ships should go to the proper people, and that is, 
strictly American corporations ; next, that they should be kept under 
the American flag; and third, that the public should receive a fair 
value for this property. We have sold some cargo ships and for 
these ships we have received a fair value. We have sold the new 
cargo ships at fi^m $200 to $225 a ton, which in my judgment ex- 
ceeds somewhat the value of those ships based on the cost of repro- 
ducing them to-day. 

Now, I want to discuss in general the question of values of these 
ships. 

Senator Chamberlain. The German ships? 
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Mr. Stevens. The German ships. The total of the highest bids 
received is practically $28,000,000 for 20 ships, and there has been 
submitted to you for consideration in connection with values two 
estimates of their value, one made by the Navy, which was consid- 
erably below $28,000,000, the bid, and one submitted by two experts 
in New York secured for the board, Mr. Martin and Mr. Gardner, 
and they give the aggregate value, I think, without the Martha 
Washington, as some $29,000,000 ; that is approximately the bid. 

The Chairman. Have you the statements of these estimates on all 
the bids? 

Mr. Stevens. Yes; I have. I want to discuss how the estimates 
are arrived at. 

The Chairman. First, I want to suggest that perhaps it would be 
well to have that inserted in the record, and then you can follow in 
your own way. 

Mr. Stevens. All right. In addition to those two estimates, I have 
here the official estimates prepared by the board, which were the only 
estimates before the board when they acted on this matter. This 
estimate prepared by Mr. Martin and Mr. Gardner I never saw until 
this morning, and it has not been before the board, but here are the 
official sheets of the board in which the values of these ships wefe 
given, and the principles set forth under which they were estimated. 

Senator B'ernald. You speak of these as the official estimates. By 
whom are they made ? 

Mr. Stevens. By our own construction and repair departments, 
and they were the only estimates that we had at the time we voted 
to proceed with this auction sale some two or three weeks ago. 

The Chairman. And this other estimate you said you had not seen 
until to-day. How about that ? Who made that ? 

Mr. Stev-ens. Mr. Frank Martin and Mi*. J. Ilowland Gardner. 

The Chairman. Who had them make those estimates? 

Mr. Stevens. The board passed a resolution asking these gentle- 
men to make this appraisal for the board. 

The Chairman. Then, it was made under the authority of the 
board ? 

Mr. Stevens. Yes; it was. 

Senator Fmttcher. Does that estimate of $29,000,000 include the 
Leviathan? 

Mr. Stevens. Yes; it included the Leviathan. I want to state the 
totals of -the estimates of the board. The estimates of the board were 
based upon the same principle which we have applied throughout the 
war in paying for ships. There is no market value for ships of this 
type, because such ships are not being offered or sold anywhere in 
the world when there is no market value. The only method is to 
take the cost of reproducing the article, minus depreciation for its 
age. That is a well-known principle ; we have applied it ourselves in 
estimates on requisitioned ships, and we therefore applied it to these 
German ships. I have here the cost of duplicating these ships to-day, 
a? figured by our experts in the board, with the depreciated value on 
these ships for their age. I want to give those totals. The total 
estimated cost to duplicate at present is $106,213,000, and the total 
of the depreciated value as figured by the board experts at 5 per 
cent flat is $31,467,000. You have before you three estimates — one 
made by the Navy, one made by these two New York experts, one 
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made by our own experts, every one of which indicates that the bids, 
substantially approximate fair value. I do not pose here as an ex- 
pert at all on shipping value, but I want to point out certain facts 
in connection with these estimates, the way they are arrived at, and 
leave it to the judgment of this committee whether these estimates 
i-eally represent the value. In my opinion the actual value of these 
ships is from two to three times tne bids. 

First, let us take the estimate submitted by the board. These 
figures of cost of duplicating are not the estimates of shipbuilding 
companies which were asked to figure what it would build these ships 
for. They are the estimates of our own experts. It is purely an 
estimate or a guess. In my judgment it is much too low, but t am 
going to take that as a fair basis. Next is the cost of replacing. 
What should be the amount of depreciation for age? They wero 
depreciated at 5 per cent flat, which means taking off every year 
5 per cent of the full amount of cost of duplicating. It has been 
strongly argued that, if anything, that is too low, because these boats 
have been subjected to unusual use. I say it is an absurd method of 
figuring depreciation, and I think I can prove it. 

Senator FLE'rcHBR. Mr. Stevens, there is some testimony here that 
tliey were damaged. 

Mr. Stevens. We spent millions of. dollars on these ships to put 
them back in condition. If 5 per cent flat is a fair depreciation, at 
the end of 20 years a ship is worth nothing. Seven of those German 
ships are over 20 years of age. Now, $50 to $100 a ton was bid on 
these very ships, which according to our own estimates are worth 
nothing. That proves to my mind that it is absolutely unfair to 
take 5 per cent depreciation off, and if it is unfair for the ships that 
are 20 years old, it is just as unfair to apply that on the ships which 
are 10 vears old, 15 vears old, or 18 vears old. 

The difference between taking off 5 per cent flat, and what I 
consider is a proper depreciation, makes a tremendous difference 
on the value of those ships, because they are mostly old ships. The 
Shipping Board itself has bought ships during the war, and it has 
estimated their value on the same theory, on cost of duplication, 
minus depreciation. We had a special board appointed in New 
York, which the board appointed itself, and of which Mr. Martin 
was a member, to recommend to us the proper value on the basis 
of duplication minus depreciation. I find in examining those 
recommendations that they have not charged 5 per cent depreciation 
flat; they have not charged 5 per cent a year on the depreciated 
amount. They have charged 2J per cent, not flat, but on the depre- 
ciated amount, each year. I have got to be shown that the rate of 
depreciation which we apply pn ships when we buy them from ship- 
ping companies is not the proper rate of depreciation to apply when 
we sell ships. 

Senator Nelson. Mr. Stevens, you overlook this question. The 
vital question in this matter is supposed to be whether the Govern- 
ment is to go on reconditioning these ships, and whether we can get 
any more than we can get now. Can you give us any assurance that 
we will be better off financially ? 

Mr. Stevens. No, sir: I can not. 

Senator Nelson. Isn't that the leading question? The question 
is, will the United States be better off by reconditioning these ships 
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and selling them after they have reconditioned them than they can 
sell them for to-day? 

Mr. Stevens. At least, they will act at that time in the light of full 
information and knowledge, and not on guesswork and doubts. 

Senator Nelson. It is a business proposition, Mr. Stevens. 

Mr. Stevens. There is more than business connected with this kind 
of a proposition. There is something more valuable to the Govern- 
ment and a department of the Government than the amount of money 
it can receive. It is the confidence of the public ; and if you sell these 
ships at this time, when in the minds of the public, and by every 
method of estimating values, they are worth twice those amounts, 
it will injure the standing of the Government. It may be that you 
can get more for these ships, and it may be that you can not get as 
much. I do not propose to jump in the dark, because I see no 
compelling reason for it. 

Now, let me proceed further. I have figured depreciation on 
these ships. I have figured it at 2^ per cent flat, and it makes their 
value to-day $68,000,000. Figuring depreciation on ships we paid 
for was generally based, not on 2|, but one-half of 5. I always 
supposed that one-half of 5 was 2^, but it seems that in ships that 
is not so. Figuring one-half of 5 on the depreciated amount gives 
you less depreciation and higher value than figuring 2^ per cent. 
I have figured these ships both at 2^ and at one-half of 5, and their 
value at one-half of 5 is $79,372,000. 

The Chairman. Mr. Stevens, let me ask you this: While we put 
these ships in shape in use, we put them in shape for use as troop 
transports. We practically destroyed their internal facilities for 
passenger ships, and now we have got to replace all those, so then 
isn't that more than the ordinary depreciation? 

Mr. Stevens. I think that may be so. 

The Chairman. Have you taken that in account? 

Mr. Stevens. Yes; but we have no estimates to show how much 
of this $50,000,000 or $60,000,000 to recondition them may be con- 
sidered really as betterements. Some of that is for making these 
ships over as oil burners ; part of it undoubtedly is to make some new 
passenger fittings entirely throughout so that it will appreciate 
largely the value of the ships. 

Senator Nelson. You overlooked the fact, too, Mr. Stevens, that 
those vessels were tied up, interned, and docked from the time the 
war broke out in Europe until we entered the war. 

Mr. Stevens. That is true. 

Senator Nelson. And you must know that that of itself would 
depreciate the value of our vessel. 

Mr. Stevens. It might make some difference. 

The Chairman. But you think that the repairs that are •contem- 
plated by the expenditure of this $50,000,000 or $75,000,000 would, 
m effect, come very nearly to putting the ships back into their 
original condition and take care of a whole lot of the ordinary de- 
preciation? 

Mr. Stevens. It would appreciate the value, undoubtedly, to some 
extent. Now, as a further evidence that these values are not fair 
and real values to-day, there were four bids submitted for a foreign 
account. 
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The Chairman. I think you better wait a moment, Mr. Stevens. 
It is now 12 o'clock. What shall the committee do? I take it that 
the board is going to reject these bids, so there will not be any ne- 
cessity for definite action by the committee to-day or to-morrow, and 
we can continue this hearing in the morning, so as to give Mr. Ste- 
vens a full opportunity to present his views, and then get any ad- 
ditional information from Mr. Scott and Mr. York, an engineer, 
representing Mr. Hearst. I promised him that he could come before 
the committe, and he will probably want to come in to-morrow 
morning. 

Senator Fernald. I would suggest that we adjourn until to-morrow 
morning at 10.30. 

The Chairman. I think we better do that, Mr. Stevens, and you 
can go on at 10.30. We will go on with the general hearing at 2.30 
this afternoon, and continue this hearing to-morrow morning at 10.30. 

(Thereupon, at 12 o'clock noon the committee adjourned until to- 
morrow, Thursday, February 17, 1920, at 10.30 o'clock a. m.) 
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Now, I may just sum up my position. What need is there for an 
immediate sale of these ships. What possible injury will result to 
the public if the Shipping Board, which has the money available, 
and m some way has better facilities than the private companies for 
the repair worK, should go ahead and put them in condition and 
have them operated. 

The Chairman. There is a question I meant to ask Chairman 
Payne yesterday, but I do not think I did. Has the Shipping Board 
the monev available that it can use for the repairing of these ships 
without further action by Congress? 

Mr. STBVKN8. Yes, sir; it has, and it figured this very expense in 
making these estimates, whether it required any more money, and it 
did not require any more money. 

The Chairman. And upon which Congress has acted? 

Mr. Stevens. Yes, sir. 

Senator Nelson. How much surplus has the Shipping Board nowt 

Mr. Stevens. I could not tell you. 

Senator Nelson. How many millions? 

Mr. Stevens. I could not tell you, sir. 

Mr. Dean. May I interrupt here 

The Chairman. Yes, Mr. Dean. 

Senator Nelson. When they sent in the request to the committee 
and stated that they would not need any more money, did they take 
into account this question of restoring these ships? 

Mr. Stevens. They did. 

Senator Nelson. And reconditioning them? 

Mr. Stevens. Yes, sir; so I am informed. 

Senator Nelson. They are paying it out of their own funds? 

Mr. Stevens. Yes, sir. 

The Chairman. Mr. Dean would desire to make a statement right 
there, counsel of the Shipping Board. 

Mr. Dean. May I say in connection with that very matter, yester- 
day in talking with Chairman Payne he said that if we are to pay 
for these repairs out of our surplus which was available, we could 
not probably cross off our books what the Army owes us. We have 
a very substantial bill against the Army, about $150,000,000, I be- 
lieve, $30,000,000 of that I believe should come off anyway, be 
cause by the provision in the act they can charge off for transports; 
but probably it would be necessary either for the funds to be trans- 
ferred from the Army over to the Shipping Board, or to have some 
appropriation made to take care of this repair bill. 

Senator Fletcher. You sold 188 ships and got $93,545,000? 

Mr. Dean. May I say in regard to that. Senator Fletcher, that 
that is probably the price for which they were sold, but not cash 
actually in hand. That is, I mean it was on a 26 per cent basis, 
that their sales might represent $90,000,000 or $100,000,000, but we 
received only $25,000,000 of that 

The Chairman. My recollection is that in making the appropria- 
iion we took that all into account, what you probably received. 

Mr. Dean. Yes. 

The Chairman. In determining the amount. 

Mr. Dean. Estimated at about $50,000,000 or $60,000,000. 
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The Chairman^ But as I understand from Mr. Stevens, the cost 
of reconditioning these ships was also included in the estimate cov- 
ered by the appropriation? 

Mr. Dean. Well, may I say in regard to that that at that time we 
had no idea that they were going to be as heavy as now appears. 
Those figures were made up — ^I had a little something to do with 
it — last spring, and I can not remember the exact estimate, but I 
am very sure that it is well under what now appears to be the neces- 
sary amount. 

Mr. Stevens. Isn't it also true, Mr. Dean, that the Secretary of 
War prefers to pay out of his appropriations what he owes the 
Shippmg Board, and the Secretary of the Treasury prefers to have 
that done? 

Mr. Dean. As the matter now stands, the Secretary of War has 
suggested that he stand that item. 

Mr. Stevens. And if it does that, thien we will have 

Mr. Dean. But the difficulty is that we bill him and he does not 
pay. That is the real difficulty of the situation. 

The Chairman. He expressed the desire to do that, but when 
you send the bill he does not cash it? 

Mr. Dean. No. 

Mr. Stevens. What possible injury can there be to the public in 
retaining the title of these ships and putting them in condition and 
operating them? The only one I can see is that eventually we might 
not be able to get as much money for them as we could get for them 
now. On that I have no fixed opinions, and I doubt if anybody has 
any more than a guess on it, because there is no industry in the 
world which has been so much upset by the war as shipping. The 
whole shipping situation of the world is abnormal. Eates are ab- 
normal, building costs are abnormal, operating costs are abnormal, 
and no man to-day can tell whether or not the American operator 
can compete with the foreign operator when times get normal. It 
seems to me much better to wait until those times do get normal 
and we have got the information before we act. We may get more 
for the ships. Possibly we may get less. But at least we shall have 
gained knowledge and information, and the final loss when taken 
wilj be taken in the light of full information. And there will be 
general satisfaction. 

Senator Ball. You think you should wait under these abnormal 
conditions to solve the problem as to whether or not we could operate 
them or not under normal conditions? 

Mr. Ste\tbn8. I think they will have to be held until conditions 
get normal. The reason why American capital will not come in 
and buy our ships at $200 a ton, or come in and pay the price that 
foreigners will pay for these ships is because there is no reasonable 
assurance of profits over a period of years. Nobody knows what 
the situation is going to be. Many men expect within a year or 
two years that we will have serious stagnation in shipping, and a 
period in which everybody will suffer loss. If that is true, it is bet- 
ter for the Government to stand that loss as the owner of the ships 
during that time, until the times do get normal, in my opinion. If 
we keep control of the ships, we can keep control of the rates and 
keep control of the routes. 
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Senator Bansdell. Is there any general concensus of opinion as 
to when we can look for the normal conditions to be restored in the 
shipping world, or is everybody guessing at it ? 

Mr. Stevens. I think everybody is more or less guessing, because 
there are so many unknown factors. For instance, to-day there are 
3,000,000 tons of dead- weight tonnage in the world more than in 
1914. That is, we have m^e up all the losses of the war and have 
gained 3,000,000 dead-weight tons more. These replacements have 
been almost entirely in cargo ships and not in passenger ships. 
There are some men who say that in a short time at the present 
rate of building we will reach the time when there will be plenty 
of shipping for the needs of commerce. In addition to that, who 
knows what the commercial shipping is to be, with the exchange 
situation as it is, with shipping in the condition it is now in? No- 
body knows how long our foreign trade is going to keep up. Build- 
ing costs vary, operating costs vary, and it seems to me, to tell the 
truth, with all these uncertainties, that the Government must take 
the risk for that, sacrificing value, and it seems to me this is the 
poorest time to sell ships, in my opinion. 

Senator Fletcher. What is your judgment about the probability 
of getting back the cost of reconditioning, and something above 
that, in the future ? Say suppose it would he $75,000,000. The esti- 
mate was $57,000,000, 1 believe. But suppose it runs up to $60,000,- 
000 or $70,000,000. Do you think we will stand any chance to 
lose that? 

Mr. Stevens. No; I do not. I think we ought to get most of that 
back. I think there is a chance that we may sell those ships for more, 
but I have no fixed opinion on it. It is purely a matter of gue^. 
Other people's guess would be the other way. But I still think it is 
all guesswork. We have got them. Why not keep them until we 
know about these things ? 

Senator Fletcher. One other question. You say the world's ton- 
nage was 3,000,000 tons greater now than in 1914. What do you esti- 
mate the American tonnage ought to be to meet the needs of our com- 
merce ? 

Mr. Stevens. When you say the needs of commerce it depends on 
how much of our commerce you desire to move in our own ships. . 

Senator Fletcher. Say 60 per cent, that we ought to carry say 
60 per cent. 

Mr. Stevens. I think the present American built ships, privately 
owned, and the Government's, when completed, minus the undesir- 
able ships, the small wooden ships, and the small steel ships, will 
carry somewhere around 50 per cent of our commerce. 

Senator Fletcher. Then we have not got more than we need if the 
world has got 3,000,000 tons more than it had. 

Mr. Stevens. No. 

Senator Fletcher. We have not got any more than we will need 
when we complete our pro-am. 

Mr. Stevens. I do not think so. 

The Chairman. Any other questions any of the committee would 
like to ask Mr. Stevens? 

Senator Lenroot. Mr. Stevens, were these ships all built in Ger- 
man yards? 
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Mr. Stevjsns. Yes; I think they were, Senator. But here on this 
list that I have put in it gives the complete information as to where 
they were built, it gives the builder — ^yes, they are all from German 
yards. 

Senator Loenroot. Do you know if we have the specifications of 
these ships ? 

Mr. Stevens. I do not. 

Senator Lenroot. Do you know whether the machinery built in 
the German ships is standard machinery that we could replace or 
rebuild without the specifications economically ? 

Mr. Stevens. I do not, Senator. 

Senator Lenroot. Do you know anything about the relative cost 
of reconditioning these ships in American yards and. foreign yards ? 

Mr. Stevens. I do not. 

Senator Lenroot. Do you think they could be reconditioned very 
much cheaper in the yards in which they were built ? 

Mr. Stevens. I should think they probably could. I think per- 
haps they might be rebuilt somewhat cheaper in England. It has 
been suggested that the I. M. M. may take them over and condition 
them in England. 

Senator Lenroot. Are some of these ships exclusively passenger 
ships that carry no freight, or practically no freight ? 

Mr. Stevens. No; some are passenger and freight. The infor- 
mation as to the type and the passengers carried, the deadweight 
and net tonnage, and everything is on this sheet, Senator. 

Senator Lenroot. But do they all carry substantial amounts of 
freight ? 

Mr. Stevens. I do not know. I am not at all an expert on that. 

The Chairman. Probably Commissioner Scott can tell that. 

Mr. Scott. Yes; they all carry some freight. 

Senator Lenroot. So that the freight revenue would be a sub- 
stantial element in all of the ships, would it ? 

Mr, Scott. That is practically so. Some of them carry very little 
in proportion to their size, however. 

Senator Lenroot. Some of them we would have to look for reve- 
nue principally, if not wholly, from the passenger operations? 

Mr. Scott. Practically entirely in a few of them. 

The Chairman. How about the Levi<dhanf Does that carry 
much freight? 

Senator McNary. That was given yesterday, Mr. Chairman. 

Mr. Scott. With the oil fittings she will carry about six hundred 
tons. 

The Chairman. That is practically nothing for a ship of that size. 

Mr. Scott. That is probably the first example. 

Senator Bansdeix. You say with the oil fittings? 

Mr. Scott, Yes. 

Senator BANSDEiJii. Could not carry any freight at all, then, with 
the coal fittings? 

Mr. Scott. Yes. I do not think that would make very much 
difference in the amount of freight she would carry. 

Mr. Stevens. Mr. Chairman, if we hold title to these boats, I am 
satisfied, at least during the period of high passenger rates, that we 
can get some profit out of their operaton. We can control absolutely 
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the services into which these boats go, and it is very desirable that 
some of these boats get in the South American trade, and when we 
finally do get around to sell them we will have complete informa- 
tion and knowledge ; we will not be acting in the dark. 

The Chairman. As I understand it, in your judgment the loss 
that we are apt to suffer after they have been reconditioned will 
not be as great or greater than it would be if we sell them now ! 

Mr. Stevens. I do not think so; but that is purely a matter of 
estimate. I am inclned to think myself that when times get normal 
American shipping companies are going to be nearer on an equity 
with their competitors than they have ever been before. If that is 
true, these ships, and our cargo ships, will eventually be sold at a 
good price. 

Senator ChamberixAin. In your discussion in the board with ref- 
erence to the sale of these boats was any question ever raised as to 
the title of them ? 

Mr. Stevens. Yes ; it was looked up by our legal authority ; yes. 

Senator Chamberlain. Was it looked up to ascertain what title we 
might have whether we went into the League of Nations or not, and 
what conclusion was reached by your counsel ? 

Mr. Stevens. The conclusion reached by the counsel was that the 
United States secured a good title when it acted under the resolu- 
tion reached and passed by Congress, and that we were in a position 
to sell those. I do not think the question of what the effect would be, 
if we did not go into the League of Nations and had to make a sepa- 
rate peace with Germany, was considered. I do not think that was 
considered. I think it has been assumed that, as far as Germany 
went, we would keep the ships. 

Senator Chambbrl,ain. The assumption was that you acted upon 
that assumption that the title of the United States was all right in 
any event? 

Mr. Stevens. Yes. It was sufficient; so we were willing to sell 
and guarantee the purchaser that he would get his ship, or make him 
whole. 

Senator Nelson. By the terms of the treaty, whatever damage 
the Germans sustained was to be paid by Germany ? 

Mr. Stevens. Yes. We will have to pay eventually to somebody 
for those ships in their damaged condition. 

Senator Nelson. We had a right to confiscate them as an act of 
war? 

Mr. Stevens. Yes, sir. 

Senator Nelson. And for that reason we are not obliged to pay 
anybody ? 

Mr. Stevens. Senator, we did not take them under the ordinary 
established procedure of international law known as the prize court 
proceedings, and our counsel held that we did not take them as the 
result of confiscation, but that we took them under the power of emi- 
nent domain. 

Senator Lenroot. If this question has been asked, I do not want to 
repeat it, but has the President issued an order for the sale of these 
ships? 

Mr. Stevens. These particular ships? 

Senator Lenroot. Yes. 
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Mr, Stevbks, No. He has issued an Executive order, which we 
think covers all the ships in our possession. 

The Chairman. Chairman Payne went into that. 

Senator Lenroot. I would like to havia that order in the record. 

The Chairman. I will say to the board and Mr. Stevens, as a 
member of the board, that the committee would like to have all the 
orders and communications from the President with reference to and 
which aflfect these German ships. We would like to have them all 
presented so that they can be put in the proceedings of to-day 
anyway. 

Mr. Stevens. Of course, I do not know whether I have been able 
to convince the committee at all whether my views were sound. I 
have not been able to convince my fellow commissioners. It seems 
to me, at least, that this much appears certain, that the question of 
the values of these ships at this time is a very difficult question to de- 
termine, that it is entirely a matter of estimate, and it is a question 
in which there is an opportunity for men to have honest differences 
of opinion which would widely affect the result. 

It is a common trait of the human mind when making estimates of 
this kind to be more or less affected by their desires or wishes in the 
matter. I think we see that acting in our own minds, and acting on 
everybody's mind, I know that my fellow commissioners and the 
able men we have in our own department have long been of the 
opinion that it was much wiser to sell these ships and get them off 
our hands and not have to recondition them. I know that that 
opinion is honestly held. They believe that it is for the interest of 
the public; but it is true that their opinion was reached and efforts 
made to sell these ships before an effort was made to get estimates of 
the value to see whether we were justified in selling at the prices 
offered ; and I think frankly that that has had some effect upon the 
result attained in these estimates made. Now, I may lean too far the 
other way. 

Senator Fletcher. In reference to those orders, Mr. Chairman, the 
Executive order with reference to the German ships was made on the 
30th of June, 1917. 

Senator Lenroot. But that does not cover the sales. 

Senator FiiETCHER. It appears at page 47. The other order is on 
page 37, issued July 11, 1917, and it reads this way : 

And I do further direct that the United States Shipping Board shaU have 
and exercise aU power and authority vested in me in said section of said act, 
in so far as applicable to and in furtherance of the taking over of title or 
possession, by purchse or requisition, of constructed vessels or parts thereof, or 
charters therein; and the operation, managem^it, and disposition of said ves- 
sels, and of all other vessels heretofore or hereafter acquired by the TJnitei 
States. 

Senator Lenroot. Is that the order you referred to, Mr. Stevens? 

Mr. Stevens. Yes. 

The Chairman. I understand there have been some other letters 
received from the President in reference to that matter. Is that true 
or not? 

Mr. Dean. Yes; some correspondence. 

The Chairman. We would lifee to have copies of that correspond- 
ence. 



78 SALE OF EX-GERMAN SHIPS. 

Senator Fmttchbr. They passed a resolution which they sub- 
mitted to the President, and he approved it. 

The Chairman. We would like to have all copies of correspond- 
ence from the President affecting these German ships. That is what 
we want. 

Mr. Stevens. Mr. Chairman, I did not have time to prepare as I 
wanted to do a written statement. I have got here a very brief sum- 
mary of my position which I would like to have go into the record 
with the brief summary which the chairman put in when he made 
his statement. 

The Chairman. No objection to that. 

Mr. Stevens. Would you like to have that brief summary appear 
with my statement? 

The Chairman. Yes. 

Mt. Stevens. Mr. Chairman and membei's of the Commerce Com- 
mittee : I regret that I am unable to agree with the majority of the 
Shipping Board in their recommendations concerning the action to 
be taken on the sale of the ex-enemy passenger ships. 

I agree with the general policy of the board that eventually the 
American merchant marine should be privately owned and privately 
operated. The retention for the time being of the passenger ships 
under Government ownership does not involve a change in the policy 
of the board as I understand it with regard to the immediate sales 
of ships. The board has sold a number of cargo ships, but in all in- 
stances we have received what we considered to be their fair value. 
We have kept the price of our new ships at from $200 to $225 per 
dead-weight ton, although we have been urged, as this committee 
has been urged by steamship people, to reduce that price to $100 a 
dead-weight ton. The sale of ships at prices substantially below the 
world's market value, or substantially below the cost of reproduction 
would be the granting of a very large subsidy to American shipping 
to allow it to compete with foreign ships, and at present we have no 
data whatever on which to decide whether such a subsidy is necessary. 

I believe the same policy should be followed in the sale of the 
ex-enemy passenger ships that we have applied in the sale of our 
cargo ships. If we can secure the fair value of the ships, they should 
be sold. If we can not, they should be held by the Government until 
they can either be sold at their real value or Congress authorizes us, 
as a matter of public policy, to sell them below that value for the 
purpose of aiding the American uierchant marine. 

In this view of the case, the immediate question is, What is the 
fair value of these ships ? The bids which have been submitted show 
that neither fair value has been offered nor indicate that fair value 
might possibly be secured by further negotiations. 

There is no market value for ships of this class and type, as such 
ships have not been bought and sold in the markets of the world for 
the last six years. Consequently the proper method for ascertaining 
their value should be the cost of replacement minus a pro^r charge 
for depreciation for age. This is the rule which the Shipping Board 
has adopted in paying for ships purchased or commandeered during 
the war. It is on this question of value that I differ widely from my 
fellow commissioners. The evidence which the board had before it 
of the value of these ships consisted of an appraisal made by the 
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Navy Department at the time the ships were taken over by the Gov- 
ernment, an estimate of the cost of reproduction, minus 5 per cent flar 
for depreciation, made by the experts of the board, and also an 
appraisal made by two naval experts, Messrs. Frank S. Martin and 
J. Rowland Gardner, of New York City, made quite recently and 
only submitted to the board in the last day or two. 

The Navy Department valuation covers 17 of the 30 ships on which 
bids have been received, and amounted in the aggregate to $18,707,- 
630. The aggregate of .the highest bids on the 20 ships was $27,291,- 
850 ; that is, the bids received on these ships are substantially greater 
than the Navy Department appraisal. We have no information 
whatever as to the basis of the Navy Department valuation. We do 
know that it was applied to the ships in their damaged condition, 
and that very large amounts of money were spent to put those ships 
in condition for use. And, further, we know it was made for the 
purpose of establishing some evidence of the value to be used in 
final settlement for the ships. 

An examination of individual ships and bids for individual ships 
shows that the bids were in some instances two and three times the 
amount of the Navy Department appraisal. It must be obvious that 
this Navy Department appraisal throws little light upon the real 
value of these ships. 

The estimate of the board itself as to the cost of replacement 
minus depreciation indicates a present value of the ships of $31,- 
467,920. This amount was arrived at by estimating the cost of re- 
producing the ships and then depreciating each ship at the rate of 5 
per cent per annum on the full amount of the cost of reproduction for 
the age of the vessel. The figures as to cost of duplicating these 
ships are purely an estimate, and in no instance represent the esti- 
mate of an actual shipbuilder on the particular ship. In my opinion, 
this estimate is far too low. Moreover, depreciation is figured at 5 
per cent flat, which would mean that a ship in 20 years would be 
worth nothing. Six of these 20 ships are 20 years or over in age, 
and very substantial bids were received for them, which clearly in- 
dicates that this is an unsound method of figuring depreciation, 
especially when it is considered that it would require many millions 
of dollars to put these ships in condition for use. If this method of 
figuring depreciation proves to be unsound for ships over 20 years of 
age, it clearly is unsound for ships 10 years, 15 years, or any other 
age under 20. Moreover, this rate of depreciation is greatly in ex- 
cess of that which the Shipping Board itself has allowed in cases 
where it has paid for ships. The rate of depreciation allowed where 
the board has awarded just compensation for ships lost has been in 
nearly all cases 2^ per cent each year on the depreciated amount, and 
in some cases even a less depreciation, namely, one-half of 5 per cent 
on the depreciated value each year. It is evident that in dealing with 
such large sums the rate of depreciation for long periods of years 
will produce wide variations in the result. I give the depreciated 
values of these 20 ships figured by the different methods suggested: 

At 5 per cent flat $31, 467, 920 

At 5 per cent on depreciated value per year 53, 106, 878 

At 2i per cent flat 68, 290, 465 

At one-half of 5 per cent on depreciated value per year 79, 372, 978 
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It will be seen that, excluding depreciation at 5 per cent flat, the 
value of these ships ranges from nearly twice the amount of the bid 
to nearly three times. I have no comment to make upon the valua- 
tions submitted by Messrs. Martin and Gardner, because I have no in- 
formation how they were arrived at. 

Another fact which confirms me in my opinion that the bids are 
substantially below the real value is that among the bids submitted 
were four for foreign account. One of these exceeded the highest 
American bid by ^00.000, and the other .three were practically 
double the highest American bid. Furthermore, the American 
Steamship Association, through its chairman, Mr. Franklin, has rec- 
ommended that the cargo ships be reduced from $225 and $200 a 
dead- weight ton to $100 a dead-weight ton on the ground that that 
was all those ships were worth in competition in the world's trade. 
So that the bids on these passenger boats are practically in line with 
their judgment as to the value of cargo boats. 

I am satisfied that the bids offered were honest bids. There was 
considerable competition in the bidding for the better boats, and I 
have no idea that if negotiations are further continued the bids 
would be increased sufficiently to approximate the values. Therefore 
I am of the opinion that the wise policy is to reject all bids, make no 
further attempts at the present time to sell these vessels; that the 
board should put them in condition and have them operated for the 
board under a form of agreement similar to that now under consid- 
eration for cargo boats. 

It may be that eventually, when these boats are sold, it will be im- 
possible to secure higher prices. It may be that actual experience 
m the operation of these boats will prove that they can not be sold 
at higher values to American companies and admit of competition 
with foreign shipping. At the present time we have no information 
whatever on which to base an opinion as to whether American ships 
can compete in the future or not. No gi*eat industry has been so 
seriously upset by the war as shipping. Rates are abnormal and 
shipping men are in great uncertainty as to how long the present 
high rates will prevail. Shipbuilding costs are abnormal and vary 
greatly in different yards and in different countries. Operating 
costs are abnornual and the future for shipping uncertain. Therefore 
it seems unwise to force a sale of these ships under present condi- 
tions. I believe that at the present high passenger rate these ships 
can be operated with some profit to the Government, and that high 
passenger rates may continue longer than high cargo rates. 

The only danger of injury the Government can suffer by postpon- 
ing the sale of these passenger ships until shipping becomes normal 
and we have had actual experience and know the facts is that even- 
tually we may secure less than they can now be sold for. On that 
I have no opinion. If American shipping can compete in the future 
with foreign shipping they can be sold when that is demonstrated at 
their fair market value. If it can not, they will have to be sold at a 
less value. In any event, our final action will be taken in the light 
of complete information and not in the present uncertainty and 
doubt. 

Senator Lenroot. Mr. Stevens, do you care to express anjr opinion 
to the committee as to the policv of the board to receive better 
bids? 
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Mr. Stevens. In the first place, Senator, there are very few com- 
panies in the United States who have had experience in handling: 
passenger ships of this type or kind. There is practicallj^ only one 
company, the International Mercantile Marine, so that in our limited 
shipping organizations there were almost none who had experience 
and who would be experienced buyers. And the fear as to the future; 
as to whether they could compete or not, undoubtedly is the chief 
reason why that is. I do not believe, and I am not charging these 
men with trying to buy ships for nothing from the Govehiment, in 
that they bid $28,000,000, and are willing to pay $75,000,000. I think 
they have bid somewhere near what they are willing to risk in the 
uncertain times we have now on these ships. I think they may go up 
some. There is no chance in my mind that they will go up anywhere 
near what I think is the fair value of these ships based on the same 
theory that we have applied when we bought other ships, namely 
the cost of duplication minus a proper charge for depreciation. That 
is the basis we have used ourselves in paying for ships, and the 
basis we have used practically in the sale of cargo ships. 

Senator Lenroot. Then, you do not anticipate if we reconditions 
these ships that we then can sell them, but we will be compelled to 
resort to the Government operation for a time at least ? 

Mr. Stevens. I think they ought to be operated for a time, not 
by the Government, because that entails an enormous organization, 
but foi: the Government by these operators, these various companies 
that have expressed a desire to handle ships of that type, and I think 
that an agreement can be reached with these men by which we can 
not only get a profit out of it for ourselves, and a pretty fair opera- 
tion-^Mr. Franklin himself, suggested one method when he talked 
about the cargo ships ; he said the cargo ships not sold ought to be 
allocated among the companies which bought them, and pool that 
tonnage, and we to get our share of the profits. We might turn 
over some of those cargo ships to operate for a while to one of these 
companies on such a basis, or we might have an agreement, similar 
to an operating agreement, where we would work out for the cargo 
ships which part of the compensation is based upon their efficiency 
and upon net profits. 

Senator FiiETCHER. What is your view about chartering the ships, 
Mr. Stevens? Have you considered that? 

Mr. Stevens. I am in favor of trying to charter some of the ships. 

Senator Fletcher. Cargo ships as well as passenger ships ? 

Mr. Stevens. Yes; I would try chartering some. You could char- 
ter those ships. There are various ways of handling these ships. 

The Chairman. We will take that up when we have the meeting 
of the Board on General Policy, unless you want to go into it now? 

Senator McNary. I desire to clarify the position of the President 
with respect to these orders. And now I have reference to what 
Judge Payne said in his testimony yesterday in response to a ques- 
tion propounded by the committee. He said: 

"To answer that specific question, the President had made ncp 
order with reference to the sale of these particular ships. The reso-^ 
lution of the board which was passed — ^I do not remember the date — 
but providing that these ships were to be sold subject to the approval 
of the board, was submitted to the President and he approved it." 

164508— 20— PT 3 3 
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The Chairman. I understand there have been communications 
from the President to the board with reference to these German 
ships that do not appear in these orders, and the committee would 
like to have all the communications. 

Senator McNart. I appreciate that, but I thought I would insert 
right here that statement. 

The Chairman. Now, Commissioner Scott, do you desire to make 
any statement on behalf of what I might term a majority of the 
board or not? 

Mr. Scott. I think not, Mr. Chairman, except to say that I am 
in favor of the resolution as presented by the chairman, and I would 
be very glad to answer any questions. 

The Chairman. I do not know what the members of the committee 
think about going into the details. My own idea is that we have got- 
ten the general situation pretty fully on both sides, and that we prob- 
ably would not gain anything by going into the details with reference 
to the condition of these ships. 

Senator RANSDEiii. Mr. Chairman, if I understand the situation 
in this hearing, you propose to have the Shipping Board before you 
before we decide on our policy and go into the details on the queji 
tion of policy? 

The Chairman. Yes. My idea when we started this hearkig was 
that the Shipping Board should come on first and tell us what they 
had to sav about it, but they asked us to allow them to come on last, 
and we will do that. 

Senator Eansdeli.. This is on German ships? 

The Chairman. Ye^; and at 2.30 we have the other. 

Senator Lenroot. Mr. Scott, if Congress should take the position 
thnt these ships should be reconditioned, do you care to say any- 
thing to the committee as to what the probable policy of the board 
would be as to whether this would be attempted to be secured in 
German yards, where the ships were built and done at less cost than 
in American yards. 

Mr. Scott. I should say that before action was taken on that some 
definite information should be obtained to find out just what the situ- 
ation would be. It seems to me that you should apply your business 
sense to it and take into account the present situation in the present 
yards that are fitted to repair the ships, and then if they are over- 
loaded, that as to the foreign, it does not seem to me that it would 
be eUher un-American and certainly it would be good business sense 
to do some of that work abroad if we could do it to advantage. 

Senator Lenroot. At a substantial saving? 

Mr. Scott. Yes. 

Senator McNary. Mr. Scott, do you think it would be necessary 
to take all these vessels, the 30 German vessels, and dump them 
before these repairs or reconditioning could be made? 

Mr. Scott. I do not thirk you could answer that as to the indi- 
vidual ships. Of course, I do not know, but this fact should be 
borne in mind with regard to the sale of the passenger ships, the 
30 list: There are some of those ships on which we received no 
bids, and some that we did that are rot obviously passenger ships, 
they are cargo ships and should be sold as such. I mean their pas- 
senger accommodations amount to practically nothing, and the people 
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we asked to bid on the passenger ships did not bring to us the people 
who would naturally buy these ships as cargo ships. And there is 
one other point I would like to bring to your attention. 

Senator Fletcher. Those ships you would not want changed into 
passenger ships? 

Mr. Scott. No, we would not consider that, of course not. And I 
think that is true of 10 or 12 of those ships. 

Senator McNart. Mr. Scott, if it would be necessary to dock those 
ships, to dry dock them, then a larger number of contractors could 
bid upon that work, is not that so ? 

Mr. Scott. Oh, they will have to go into dry dock for the altera- 
tions that would be made. 

Senator Lenroot. Do all of them have to go in dry dock? 

Mr. Scott. No. I should say that practically all of them would 
have to go in drydock. They have been running for some time under 
very great pressure, and they are in pretty bad condition. 

Senator Fletcher. Mr. Scott, in line with the Senator's question, 
would there be any objection in having what work can be done on 
the ship in some yard that has not a dry dock, and the dry-docking 
done in another place ? 

Mr. Scott. The fitness of the organization and the plant to do it 
should be considered. The number of building yards in our country 
is limited which can undertake those big ships. I do not suppose 
there are over half a dozen yards that are suitable to dock the big 
ships. There are 25 or 30 repair yards. I do not know whether 
it would be good business or economy to send a big ship to a little 
yard. 

Senator Fletcher. Not thut, but Mr. Downey testified yesterday 
before us that it was entirely feasible and probably economical to do 
the work that can be done on the ship in one yard, repair it, and put 
it in shape, and then the work that needs to bie done in a dry dock to 
be done in another place. 

Mr. Scott. Oh, I think perhaps in some individual cases a scheme 
of that kind might be worked out. 

The Chairman. I think that Chairman Payne stated yesterday 
that the navy yards could take care of practically all of those ships 
if it was necessary to do so. 

Mr. Scott. I do not think I would be qualified to sav as to what 
the navy yards could do, because I do not know much aoout them. 

Senator Fletcher. Do you know how many dry docks the Govern- 
ment has? 

Mr. Scott. No ; I do not know. 

Senator Ransdell. You say thei'e are 10 or 12 of the ships that 
are really more freight than passenger ships? 

Mr. Scott. I should not reel justified to sell them as passenger 
ships until we found out what we could get for them as cargo ships. 

Senator Ransdeix. Wouldn't it be feasible when you recondi- 
tioned them to make them combined freight or cargo and passenger 
ships? We have some testimony before us indicating that a ship of 
that type would carry perhaps 100 passengers, or a limited number 
of passengers, with a considerable quantity of freight, and it would 
be very attractive for some of the trades from this country to other 
<;cuntries. 
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Now, would you consider that question very seriously? 

Mr. Scott. You certainly could and would, without any question. 

Senator Sheppard. Do passenger and freight ships go out of date 
as rapidly, for instance, as battleships in the Navy ( 

Mr. Scott. Oh, no. 

Senator Sheppard. Are new types developed as rapidly as thej de- 
velop them in the matter of battleships, or do they develop rapidly ? 
' Mr. Scott. Why, I do not know what effect prohibition will have 
on the passenger accommodations of ships; but aside from that they 
have not changed very materially. 

The Chairman. That does not involve a change in the ship, does 
it, Mr. Scott ? 

Mr. Scott. I am not sure of that. 

The Chairman. I am getting kind of tired of these things which 
are brought in on prohibition. 

Senator Nelson. I want to say to the Senator from Texas that 
airplanes had an effect on battleships and prohibition had an effect 
on passenger ships. 

Senator Sheppard. I want to get some information on this point. 
In a few years can any new ships be built that will be so much better 
than the old ones that it would be a good proposition to dispose of 
the old ones and get the new ones at that time from a business 
standpoint? 

Mr. Scott. That is one of the questions involved in this particular 
situation. 

Senator Sheppard. That is what I want to get at, as to how old 
ships generally run in competiton with new ships. 

Mr. Scott. Now, if the Government is going to operate these 
ships, we have, of necessity, of course, to engage the very people 
we are selling them to to operate them. With that situation in 
existence the duty then falls upon the Government to give us such 
additional ships as may be necessary in order to complete with 
foreign ships. If you place the present operator's money in these 
ships, and he assumes the responsibility of balancing the fleet, he 
will do it if he understands or knows that we are not going ahead 
and upsetting what he (Jp§s. That, in my judgment, is quite an im- 
portant point in the situation. 

Senator Ransdell. To help clarify the situation in regard to 
prohibition, I would like some light at this point. Judge Payne, 
as I understood, said one of the reasons why you were considering 
the sale of these ships was that if you operated them as Government 
ships you probably would have to enforce strict prohibition as you 
have prohibition on land. Now, suppose you would allocate these 
ships to some company, some private company, the International 
Mercantile Marine, for instance, would you have to enforce prohibi- 
tion after the ship got out of the three-mile limit any more than 
you would have prohibition on foreign ships outside of the three- 
mile limit? 

Mr. Scott. We did in the case of the Munsion Line. We felt that 
we were almost obliged to do so. 

Senator Ransdell. With the Moccasin you mean? 

Mr. Scott. Yes. 

Senator Ransdell. Just how was the Moccasin operated ? 
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Mr. Scott. She was operated by the Munsion Line for the ac- 
count of the .Government? 

Senator Ransdell. And you felt that you must enforce prohibi- 
tion on her? 

Mr. Scott. Yes, sir. 

The Chairman. She was a Government ship? 

Mr. Scott. Yes. 

Senator Bansdell. Suppose you were to charter the ships, what 
would the situation be in regard to prohibition? 

Mr. Scott. I do not know. 

Senator Ransdell. That is a legal question? 

The Chairman. I understood the proposition put forward by 
Chairman Payne was that as long as they remained Government 
ships, the prohibition of selling liquor would have to be enforced, 
that is as long as they were Government ships; but I think what 
Senator Ransdell wants to get at is suppose the title passes to these 
ships? 

Senator Ransdell. No.; I do not mean that. I am trying to find 
out whether or not there is any way by which these ships could be 
operated so that the operators could sell liquor outside of the 3-mile 
limit when the vessel was still the property of the United States. 
Is there any scheme or suggestion or plan by which that could be 
done ? 

Mr. Scott. I am not an expert in camouflage, and I do not know 
just how you would do it. 

The Chairman. I think the best way is to prevent foreign ships 
coming in here with liquor on board. I think that will take care of 
the situation. 

Senator Lenroot. Do you think a substantially higher price could 
be secured if they did not have the restrictions in routes? 

Mr. Scott. No, sir ; I do not think it would have any difference. 
That is nearly a fixed thing. You can not get too far away from the 
program as laid out, with the exception of varving perhaps from 
three ships in one route to five ships, some such thing as that, or 
having one on weekly service or semimonthly. 

Senator Fletcher. The board can vary that requirement? 

Mr. Scott. Yes. 

Senator Fletcher. That is, you think if the ships were sold with- 
out restrictions that they would naturally go into those same routes 
you now have for them? 

Mr. Scott. Yes; there might be some difference; when you get 
down to sailing monthly on a regular sailing, I do not think there 
is much difference on that. 

The Chairman. If that is all for the board, Mr. York is here 
and he is read> for the hearing. 

Senator Nelson. Had you not better let that go ? 

The Chairman. I thought we could finish this matter now, and 
then I would like the views of the committee as to when we could 
call an executive meeting. 

Senator McNary. That is in regard to the German ships? 

The Chairman. Yes; that is in regard to the German snips. 

Senator Nelson. Do you want to act on that before we formulate 
a policy of the ships owned by the Government ? 



86 SALE OP EX-GERMAN SHIPS. 

Senatx)r Fletcher. One moment, please. May I ask Mr. Scott 
this question? 

The Chairman. Yes. 

Senator Fletcher. As I understand now, all the bids are rejected, 
the sealed bids and the auction bids, and everything, and the board 
is now on a clean basis. I mean the plan has got to be undertaken 
anew, and you are going to ask for further bids on these ships ? 

Mr. Scott. My understanding of the present situation is this ; the 
sense of the board has been indicated as favoring the rejection of 
all bids, and to begin further, negotiations to see what can be done 
by way of improving the situation. Before any definite action would 
be taken, the question would be submitted to this committee for your 
action. • 

The Chairman. I did not understand that was Judge Payne's 
position. I understood Judge Payne's position was this: that un- 
der the policy of Congress as laid down in the law now these bids 
were rejected, but that the board would go on to see whether they 
could get what they considered satisfactory bids, and then they 
would go on and sell them. 

Mr. Scott. In so far as the rejection of the bids are concerned 
everybody is united that that should be done. 

The Chairman. So that I think that we ought to indicate one 
way or the other if we are not going to interfere-^if we are going to 
interfere it should be done by legislation, and not by resolution of 
the Senate or resolution of the committee; it ought to be done by 
legislation. If we are not going to interfere, let us say so. 

Senator Fletcher. What time do you thmk would be necessary 
for further negotiations before you get any other bids you can 
consider ? 

Mr. Scott. We have already asked some of the builders, or are 
asking some of the builders, to give us some actu^^l figures on the 
reproduction of the ships so that we will have additional informa- 
tion. Now, we are waiting. We told the bidders on the 10th and 
17th that we would decide definitely the question of auction at 12 
o'clock noon on Saturday of this week, so then at that time we would 
like to be in a position to take definite action and probably we will 
be obliged to do so in so far as these bids are concerned. 

Senator Fletcher. How much time would you require, probably, 
for further negotiations ? 

Mr. Scott. We ought to have 30 days. 

Senator McNary. Mr. Chairman, I would suggest that we hold 
an executive session with regard to the policy of the German ships 
to-morrow morning at 10.30. 

Senator Nelson. What is the motion? 

The Chairman. The motion is that an executive session be held to- 
morrow morning at 10.30 in regard to dealing with the German ship 
question. If there is no objection to that, I will call the meeting. 

I will now give Mr. York an opportunity to be heard. 

STATEMENT OF JOHN DEVEE YOEE. 

The Chairman. You see the situation, Mr. York. We do not want 
you to go into details. 

State your name to the stenographer, Mr. York. 
Mr. York. John Dever York. 
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I am a member of the Emergency Fleet Corporation, volunteer 
service. I am an engineer, a member of the American Association of 
Engineers. I have worked upon ships in the Clyde and have designed 
them. I am a designer. I would like to make a statement concern- 
ing one ship known as the Vdterland^ and known also as the Le- 
viatham,. This ship measures 50,000 tons. It is the largest ship that 
the Germans ever floated, and almost the largest ship in the world. 
The discussion has come up as to whether it would be good policy for 
our Government to take and repair this ship in our yards. I might 
Bay here that it would be simply impossible. It is all new thought in 
every line. There is not a line of its hull — there is not a bit of its 
machinery — ^there is not a bit of its deck formation that conform* 
with the ordinary formations of the ships either of the English or 
the British I should say, or the French or Italian lines. 

The Chairman. My attention was distracted there. Do I under- 
stand you to say that it will be impossible to repair or recondition 
that ship in our yards ? 

Mr. York. It would, sir. 

The Chairman. It would have to be done in German yards? ' 

Mr. York. It would have to be done in the original yards, not only 
the German yards but the original yards, because it is absolutely 
original thought. fi- 

I went over this vessel. A man by the name of Burt Locke, in June, 
1917, came to my office in Chicago and made arrangements wfth me, 
and he asked me if I would go to Boston and New Yoi k and go over 
certain German ships. He had plans known as longitudinal (^oss- 
sections and deck plans, and we were to fill it in simply to get ^hat 
was known as a survey. But, having a knowledge of boats, I imme- 
diately saw that the whole thing was quite a new piece of mariiie- 
structure, and suggested to him that it would be rather difficult now 
to make a survey as to costs, owing to the fact of the new thought. 
However, we came to this conclusion, taking the boat known as the 
Cecil — I do not know its name at present — ^measuring 25,000 gross 
tons, and that it would be approximately $20,000,000 for the two 
vessels. He wanted to know whether it was possible to make it 
$15,000,000. This gentleman represented a committee out of the 
United States Shipping Board. The names of four of the gentle- 
men have somewhat passed out of my memory, because time has 
gone by, and I was very much engaged in military work. He said 
to me, " York, I would like to make an estimate on those vessels 
not to exceed $2,000,000." Why, I do not know. Mr. Locke camo 
from England, and claimed to have been born in Liverpool. Why 
we should have used this gentleman I do not know. But he seemed 
to be an expert in naval architecture. Now, if it would not take up 
too much time, I might state that our first trip was into one of the 
Lake yards. 

The Chairman. If you have a statement already written out, yoit 
can hand that to the stenographer, Mr. York, and just abbreviate 
your statement as much as you desire. 

Mr. York. I see. Now, in estimating the values of these two ships, 
there is, first, excellency of workmanship; secondly, studied lines 
of the hull for suitability rather than beauty of design ; and thirdly, 
a merchant ship convertible to meet the wants of the Navy; the 
highest points reached in modern construction. I might say that 
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this particular vessel was built for mounting guns and water tubes. 
It was built as an auxiliary to the German Navy. I might say that 
the yard that constructed this vessel was directly under the super- 
vision of the Imperial German Navy. 

The Chairman. Where is that 5'ard ? 

Mr. York. That was in Bremen. 

The Chairman. Would that yard be available? 

Mr. York. That yard would be available at this time. But I 
would advise this committee to get in contact with the builders and 
have them come here, rather than send that ship there. You could 
make a better job of it, and you could make a better term of it. 

Senator FiuEtcher. What yard could you get here to do the work? 

Mr. York. You could not get a yard to do it here. 

Senator Fletcher. What is the use, then, of getting them to come 
here? 

Mr. York. Just on the survey and give you a price upon that 
work. They are fully equipped here. 

Then, I refer to the Eastland, This man thought well of the fact 
'of making a purchase of this boat as a troopship. I surveyed the 
:ship, and found its mesocentrics and its water ballast to be such 
that it would be a useless ship for the purpose. That, however, now 
lias no bearing upon this particular inquiry. I can not state any- 
thing further, but will leave my paper as a document here. 

I would like to have you gentlemen know something of the six 
<;ompanies known as the International Mercantile Marine. This is 
relevant to what I have stated here. I want to show by this paper 
that this particular body of men paid but $80 per ton, or over $80 
per ton, for these particular ships that we have built. They have 
paid at this time $160 per ton in British waters for British tramps. 

The Chairman. Those ships I suppose were in full running shape 
und condition? 

Mr. York. They were in full running shape, but they had no 
construction in comparison with these ships. These are superbly 
<jonstructed ships. If you gentlemen will permit me I will read the 
paper. It is small, but at the same time I think it is of value to 
this board. 

The Chairman. Let me ask you before you start on that, I under- 
tstood you to say you were with the Shipping Board ? 

Mr. York. Yes ; I have my credentials. 

The Chairman. What position, I mean? 

Mr. York. I was a volunteer. 

The Chairman. What position have you ? 

Mr. York. Why, we were simply refitting, doing what we call 
refitting work, securing, for instance, windlasses, winches, and other 
things for these ships here. For instance, that design there of that 
model is my drawing. 

The Chairisjan. That is in connection with Hog Island? 

Mr. York. Yes, sir. 

Senator Fletcher. 7,500 tons? 

Mr. York. 7,500, 250 measurements. 

The Chairman. Are you still working with the Shipping Board! 

Mr. York. No; that has gone out of existence. 

The Chairman. You are not with the Shipping Board now? 
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Mr. York. No, sir. 

The Chairman. You were with the Shipping Board in connec- 
tion with Ho^ Island? 

Mr. York. Yes, sir. i 

The Chairman. Was that with the Shipping Board or under the 
4igency of the Shipping Board? 

Mr. York. Volunteer service — dollar-a-year man. 

The Chakman. All right; go ahead. 

Mr. York. This is a statement as to the organization, stock own- 
ership, and control of the International Mercantile Marine. 

(The statement referred to above follows:) 

ORGANIZATION, STOCK OWNERSHIP, AND CONTROL OF THE INTERNATIONAL MERCAN- 
TILE MARINE. 

It was incorporate<l .Tune 6, 1898, in New .Jersey, originally as the Interna- 
tional Navigation Co., to operate ships in the Atlantic trade, notably four 
steamers under American registry, at least two of which, under a special act of 
Congress, were required to be built by the company in the United States; the 
other two ships, built abroad, were to be granted American registry, and Con- 
fess authorized the Postmaster General of the United States to pay to the 
company $30p,000 a year for carrying the mails. Under this act of Congress, 
the St. Louis and the St. Paul, now obsolete almost, were built at Philadelphia, 
and President Harrison came to New York expressly to raise the United States 
flag over the foreign-built steamer New York. The company has continued to 
receive the $300,000 per annum from the Government ever since under a con- 
tinuous renewal of five-year contracts, although the ships are now so old and 
f5low that the mails have been carried since many years chiefly by British and 
German steamers which go much faster. The contract with the International 
Navigation Co. (the so-called American line) was, however, renewed October 
15, 1915, by Postmaster General Burleson. It expires next October. The pay- 
ment has been practically a perquisite, an unearned and undeserved favor 
from the United States Government, as Congress authorized the payment solely 
to secure flrst-class express steamers under the American flag. 

After the late J. P. Morgan's extraordinary success in organizing the United 
States Steel Corporation, capitalizing it about flve times the appraised values 
of the constituent companies and nearly ten times their actual cost, he next 
undertook to create a similar trust to control the carrying trade between At- 
lantic ports and the United Kingdom, and Continental Europe northern ports. 

It was intended to consolidate all the leading British and American companies 
in the Atlantic trade, and then to made a pooling arrangement with the German 
lines. A half interest in the Holland- American Line, a rapidly growing con- 
cern, was purchased to bring that company into the control of the Morgan 
shipping trust. After all the plans were made, in 1903, and the International 
Navigation Co. (American line) had be^n taken over, some of the large Cunard 
stockholders ob.1ected to the amalgamation of their company with the Interna- 
tional Mercantile Marine, and it was left out of the trust. 

The controlling interests in the White Star Line, the Atlantic Transport Co., 
nnd Frederick Leyland & Co. refused to go into the trust until Morgan agreed 
that the holding company, the International Mercantile Marine, whose stock 
would be controlled by Americans, should put into its by-laws, and also into 
the contract of sale, the following stringent agreement, binding for 20 years 
«nd renewable for 5 years more, between the British Government and the 
new company : 

" The British vessels shall remain British, not merely nominally, but in 
reality. A majority of the directors of the English subsidiary companies shall 
always be of British nationality, the vessels shall fly the British flag, their 
officers shall be British, and a reasonable portion of their crews shall be drawn 
from the same nation." 

The British authorities by this provision safeguarded the maintenance of 
their maritime supremacy. .T. P. Morgan & Co. paid for the stock control 
of the following six companies almost wholly In 4i per cent collateral trust 
bonds of the International Mercantile Marine Co. 
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Societe Anonyme de Navigation Beige- Americaine (Red Star line). 

Atlantic Tran^)ort Ck>. of West Virginia (Atlantic Transport Line). 

Oceanic Steam Navigation Co. (Ltd.) (White Star Line). 

British & North Atlantic Steam Navigation Co. (Ltd.) (Dominion Line). 

Atlantic Transport Co. (Ltd.) of Great Britain ( Atlantic, Transport Line) ► 

Frederick Leyland & Co. (Ltd.) (Leyland Line). 

For the $45,000,000 worth of stock, in round figures, of these companies, 
nearly the entire outstanding Issues, J. P. Morgan & Co. issued $52,000,000 of 
4i per cent bonds and gave a bonus in preferred stock, exactly how much I 
do not know, but I believe about 50 per cent. They issued of the International 
Mercantile Marine preferred stock $54,600,000 and then $48,000,000 of the- 
common stock. This left nominal control of the International Mercantile 
Marine stock to the promoters of the trust after paying for all the properties 
secured in prior lien stocks and bonds. 

The company was so grossly overcapitalized that after the shortage of ship- 
ping caused by the Boer War was supplied by the termination of that war, 
no profit was ever shown on the common stock of the International Mercantile 
Marine, and at the outbreak of the European War even the preferred stock 
sold under 10 per cent of par. 

At the outbreak of the European war, the British Government took over 
53 of the ships belonging to the International Mercantile Marine as British naval 
auxiliaries. The only ships belonging to the company not seized by the British 
Government during the war were six ships belonging to the International Navi- 
gation Co., the four American liners, St, Louis, St. PauU Philadelphia^ and 
New York, and two Red Star boats, the Lnphind and the KroorUand. But the 
so-called American company, controlling even these ships, fiying the American 
flag, is the International Navigation Co. (Ltd.), whose stock issue is in pounds 
sterling, £700,000; whose chairman is a British subject, resident in London; 
and whose by-law^s contain the provision above quoted requiring a certain num- 
ber of British ofiicers and British crews in the operation of these ships fiying 
the American fiag and receiving a subsidy of $300,0(X) a year from the Ameri- 
can Government. 

The Chairman. It has been suggested to me that is 758,000 in- 
stead of 700,000 by Mr. Pendleton. 

Mr. York. That is covered in one of the it^ns here. 

Owing to the great shortage of ships since the submarine devasta- 
tion, the British Government offered the International Mercantile 
Marine, on May 17, 1919, about 27,000,000 pounds of sterling for its 
present fleet, excluding the six so-called American vessels. The ves- 
sels included in this proposal number about 80, mostly small tramp 
steamers, but including also 8 first-class modem ships of the White 
Star Line. The entire fleet represents about 750,0(X) tons. 

The United States Government at first forbid this sale, but the 
President subsequently changed his mind ; after 6ix months of delay, 
the offer was renewed by the British Government last November. 
A special meeting of the stockholders was called in New Jersey, and 
the British Government's offer was rejected by a vote of more than 
3 to 1, the stockholders believing that they could make a larger profit 
by operating the ships than by selling them, although this offer 
figured out about $160 per ton for the ships, many of which were 
very old. 

Senator Fletcher. Did they offer at that time to the United 
States Government some ships at the same price? 

Mr. York. Yes. 

Senator Fletcher. And they did not take it? 

Mr. York. No. 

It is to be noted that the best offer made by the International Mer- 
cantile Marine for the 29 new and great German ships was $28,000,- 
000, figuring out something like $80 per ton. 
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At least some of the members of the United States Shipping Board 
are known to have urged the acceptance of this offer. We are in- 
formed that the International Mercantile Marine was so confident 
last week that its offer would be accepted, at least for the Leviathan^ 
that some of its employees were sent to the ship, now in this port, 
to make arrangements tor taking her over. 

The chairman of the board of the International Mercantile Ma- 
rine Co. is Harold A. Sanderson, a British subject, resident of 
London. The president is P. A. S. Franklin, a citizen of New 
York. The finance committee includes Mr. Sanderson of London, 
J. P. Morgan, Charles Steel (Mr. Morgan's partner), and Mr. E. C. 
Grenfell (Mr. Morgan's London partner), another British subject 
and resident of London. 

The net profits of the International Mercantile Marine (after pay- 
ing British excess war profits, which one year amounted to more 
than $80,000,000), have averaged in the past five years about $22,- 
000,000, the lowest being $15,000,000 and the highest $33,000,000 in 
any year. 

The most valuable asset of the International Mercantile Marine 
are the fine steamers of the White Star line, every share of whose 
stock is deposited in the treasury of the International Mercantile 
Marine, the so-called American holding \x)mpany ; but the executive 
committee in absolute control of the operations or this company are 
Harold Sanderson, chairman and managing director; E. C. Grenfell 
(Morgan's London partner) ; Lord Pirrie; and Alexander Kerr, all 
four feing British subjects. There is not an American on the board. 

Senator Fletcher. What did you say your present occupation is? 

Mr. York. I am an engineer, structural engineer. 

Senator Fletcher. And what experience have you had in design- 
ing ships? 

Mr. York. I have had about four years on the Clyde. 

Senator Fletcher. As designer? 

Mr. York. Yes, sir; as well as estimating. 

Senator Fletcher. Do you reside in New York? 

Mr. York. I reside in the city of Chicago, sir. Of course, my 
work is civil architecture. 

The Chairman. How many of these ships, Mr. York, do you think 
could not be reconditioned and repaired in this country? Any be- 
sides the Leviathan? 

Mr. York. Oh, readily; the rest of these* ships, readily, sir. 

The Chairman. They can all be reconditioned with the exception 
of the Leviathan? 

Mr. York. Yes; that is, I am speaking of the absolutely new 
thought. 

The Chairman. Of the Leviathan? 

Mr. York. Yes. 

The Chairman. Is there anything additional you want to present ? 

Mr. York. Nothing more except, I think, they should remain under 
our flag. I think they should be equipped so^as to keep a proper 
understanding as to whether we could not go in as a maritime nation 
as Great Britain has, and I believe they should be held as auxiliary 
to our Navy. 
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The Chairman. Mr. Hague is here. Mr. Hague is an engineer of 
the Shipping Board, I understand, and I want to ask him some ques- 
tions about the proposition put forth by Mr. York with reference 
to the Leviathcm^ as to whether or not she will have to go to the 
original yard for reconditioning and repair? 

STATEMENT OF B. L. HA01TE, DIBECTOK OF C0NSTB1TCTI0N AHB 

loiFAiB, IT. s. smppnro boaiu). 

Mr. Hague. No, sir. The plans are all made to do it here. 

The Chairman. And have vou received bids to do it? 

Mr. Hague. We have prepared specifications and expect three 
bids. 

The Chairman. You are satisfied it can be done here? 

Mr. Hague. Yes, sir. 

The Chairman. What has been your experience, Mr. Hague, in 
connection with the building of ships and so on ? You are an engi- 
neer, aren't you ? 

Mr, Hague. Yes. For a number of vears I was an engineer, the 
engineer and naval architect of one oi the large companies on the 
Pacific coast. 

The Chairman. How many years experience have you had? 

Mr. Hague. Practically all my life. 

The Chairman. You have no doubt as to the ability of having the 
Leviathan repaired and reconditioned in this country? 

Mr. Hague. Not at all. The fact is she could not be dry docked in 
this country. But all the rest of the work outside of cleaning and 
painting could very readily have been done here. 

The Chairman. Why can not she be dry docked in this country ; no 
dock large enough ? 

Mr. Hague. No, sir; not at present. The dock at the Norfolk 
Navy Yard is suitable, but the channel is not deep enough to get 
her m there. 

The Chairman. What is her length? 

Mr. Hague. She is just a little under a thousand feet. To be exact, 
951 feet. 

The Chairman. The dry dock at the Bremerton Navy Yard would 
not take her in? 

Mr. Hague. No. 

The Chairman. The new one? 

Mr. Hague. I do not know about the new one. 

The Chairman. I think you better find out about it. 

Mr. Hague. The Navy Department told me when I asked about 
it that there were no dry-docks that could accommodate her outside 
of Norfolk. They said that was the only dry-dock. 

The Chairman. I do not know what length ship the dry-dock 
will take in there, but it is a pretty big dock, and there is no doubt 
ahout the channel there. 

Mr. Hague. It isjiot a question of length, it is a matter of the 
water over the sill of the dock. The Leviathan can not be lightened 
up so she will draw less than 36 feet of water. 

The Chairman. We have plenty of water there. But I would 
suggest you look into that. Of course, the Navy ought to know. 
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Mr. Hague. That is where I had my information. 

Senator Fletcher. How about Mare Island ? 

The Chahiman. You could not get up to Mare Island on account 
of the channel. 

Mr. Hague. The two times she was dry-docked during the war 
was at the Gladstone docks. 

The Chairman. Could she be taken to Panama? 

Mr. Hague. Yes. 

The Chairman. I mean, is there anything down there suitable 
for docking her ? 

Mr. Hague. No, sir. 

The Chairman. Haven't we built any dock in this country where 
she could dock? Are we building such a dock? 

Mr. Hague. She could come in at Norfolk in case the channel was 
dredged. 

The Chairman. I mean, are we building any dry-docks where 
there is ample channel to get up so that she can be docked ? 

Mr. Hague. The dry-dock at Hunters Point at San Francisco, 
would take her, and also the dock, the new naval dock at Boston, 
if she could get up the channel. Those were the three docks that 
the Navv Department told me about. 

The Chairman. If we are going to have these ships in a private 
ownership or Government ownership it seems to me that we ought 
to be taking steps to get docks in the country where those ships 
can be taken. 

Mr. Hague. The Norfolk dock is the best solution of that prob- 
lem. 

The Chairman. Well, what if we can not get her in? 

Mr. Hague. Well, it would have to be dredged. 

The Chairman. Do you know or have you got the cost of ^Jredg- 
ing? 

Mr. Hague. No. 

Senator Fletcher. How much water have they there now? How 
much will they have to dredge? 

Mr. Hague. I think there is 32 feet of water. 

Senator Fletcher. During the war she was dry-docked where ? 

Mr. Hague. In Great Britain, in Liverpool. 

Mr. York. Mr. Chairman, in view of the fact of the Leviathan 
being restored, I dare say if we were to estimate on it in this country 
we would call it at least four times that of which the original yard 
could do it in. 

The Chairman. I understood your statement was that we could 
not do it here. 

Mr. York. I doubt whether we could do it properly. That is my 
opinion on the matter. 

The Chairman. Well, that we usually find to be our experience 
with experts ; one takes one view and another takes another view. 

That is all we have this morning. 

(Whereupon, at 12.30 o'clock p. m., the committee adjourned to 
meet in ex:ecutive session at 10.30 o'clock a. m., February 20, 1920.) 
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